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Financial Highlights

Federal Signal's fiscal year ends on December 373. 2006 2005

{in millions, except as noted otherwise)

Operations
Net sales $ 121186 $ 1,119.0
Operating income $ 699 $ 637
Income from continuing operations b3 344 $ 439
Per share data:
Earnings from continuing operations 3 72 $ A
(Loss) from discontinued operations, net of tax % (.25) $ (1.01
Net earnings (inss) - diluted 5 A7 3 (.10}
Cash dividends paid $ 24 L .28
Operating margin 5.8% 57%
Economic Value $ (1.8 $ (1.0
Cash flow from oparations $ 297 3 70.6
Capital expenditures % 18.2 3 16.6
Average primary working capital " to saleg 20.0% 201%
Number of employzes 5,469 5,367
Financial Position at Year-End
Shares outstanding 47.7 48.1
Net debt-to-capitalization ratio'” 35% 34%
Shareholders” eguity $ 3864 $ 3763
Backleg $ 4033 $ 386.2

W manufactuning operatiens only, net of cash
@ defined as accounts recenale plus inventary less accounts payable and customer deposits

Net Sales D5 . | D]
{in millions of doilais) o * - 1119.0

s _________________________ ] 1.0245
Cash Flow From Qperations (45— 287
{in millions of dollars) oy L

(01 B2.5
Earnings Per Share ew "~ 72
[continuing operations) 05 . O |
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Federal Signal is now positioned for
sustained revenue and economic growth.

James C. Janning
Chairman

Robert D. Welding
President and
Chief Executive Officer

Dear Shareholders, Customers and Employees,

Our transformation continued in 2006. We delivered improved financial performance across the
Company and stabilized the foundation for growth. Revenues were up 8%, operating income rose
10% to $70 million, and we improved Economic Value (EV) by $9 million over 2005. We introduced
our new vision and mission early in the year, and identified five growth strategies and five enabling
strategies that will guide our efforts to create value for shareholders. Qur metrics indicate that

we have made significant progress in all but two areas. Where we fell short — reducing working

capital and operating expenses — we have accelerated our efforts.

We strengthened the portfolio to enhance our market, product and technology positions. We
divested the North American refuse truck body business, which freed our Znvironmental Solutions
Group (ESG) management team 10 focus on businesses in which we enjoy a substantial competitive
advantage. Early in 2007, we sold three cutting tool businesses to enable us to invest more heavily
in our core products and integrated solutions that enhance security and well-being for communities

and workplaces.
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We recently cornpleted the acquisition of Codespear,
LLC, a developer of specialized software for emergency
management situations. The Federal Signal Codespear
nteroperable communications software platform will
support broader municipal and industrial security
solutions in our Safety and Security Systems Group
{SSG). Moreover, the software will be integrated into
our vehicles to provide enhanced local intelligence and
enable these vehicles 1o connect seamlessly into first
responder and industry communications platforms

through securet broadband wireless technologies.

We increased our investrment in new product develop-
ment 10 accelerate organic growth. At the same time,
we are looking for additional acquisition opportunities to
fill technology gaps, expand global reach, or provide

additional critical mass in our core businesses.

We renamed some of our business groups to better
align with customers, and are repositioning ourselves in
the market to better communicate the Company's
exciting new focus on municipal and workplace security
and well-being. Aecent studies have indicated that the
non-military “security” market is growing at 8% per
year world-wide. As we continue our transformation,
more of our sales will be into the public safety and
security space. This shift alone will fuel higher organic

growth rates.

We are bringing the best people to Federal Signal to
help us implement our strategic initiatives. Paul Box
joined Federal Signal as vice president and chief
procurement ofticer early in the year. Paul's extensive
background in global sourcing using contemporary
procurement tools is helping us gain tractien in this
critical area. We have targeted aggressive cost
reductions in purchased materials in the coming years

as one of our key enabling strategies.

Early in the year, David McConnaughey joined Federal
Signal as president of the Safety and Security Systems
Group. His visionary leadership has helped release
impressive creativity from our talented people within
that organization. We have tapped Dave's extensive
background in applying Lean principles by naming him

to lead our enterprise-wide Lean Operations initiatives.

Late in the year, Michael Wons jcined us as vice
president and chief information officer. Mike will provide
leadership for our IT organization as we rofl out an
enterprise-wide ERP platform, and provide tools that
will enable faster deployment of a shared-services
model to reduce operating expenses. IT will also play an
increasingly vital role in our new product development
activities as our businesses incorperate analytics and
controls into their products to provide comprehensive

system solutions.

We were delighted to welcome Brenda Reichelderfer
to our board of directors in 2006. She brings a back-
ground in product engineering, operations and general
management from her impressive career at [TT
Corporation. Brenda's experiences in growing tech-
nology oriented businesses and her strong ethical

compass will contribute to the strength of our board.

Safety and Security Systems Group [SSG} customers
are increasingly seeking integrated solutions for their
most urgent security needs. In our changing world,
customers are ordering increasingly sophisticated
all-hazard warning systems, tsunami warning systems,
governmental building security systems and high profile
industrial plant security systems. In 2006, 28% of the
Group's sales were from integrated solution applica-
tions, With orders up 18% in 20086, SSG boosted
revenue 10% and generated $15 million of EV in 2006
for the Company.



Progress continued within our Fire Rescue Group (FRG)
with improved margins and operational indicators
trending positively. We saw the initial productivity
benefits of our Ez-ONE web-enabled sales configurator,
as custom trucks structured using the system were first
produced during the last quarter of 2006. We expect
this system and other productivity improvements to
boost speed and efficiency in all business processes.
FRG completed the closure and sale of its Red Deer,
Canada, plant, and all North American operations have
been consolidated within the Ocala, Florida, facility. Due
to improved product flow and more disciplined pricing.

FRG improved EV performance by $3 million in 2006.

Orders for Bronto articulated aerial devices rose sharply.
as we benefit from the expanding popularity of articu-
lated aerial devices in the firefighting service, which are
replacing traditional ladder devices. As the clear product
leader, Bronto enjoys about half of the global market

for this sophisticated product.

Our Environmental Solutions Group (ESG) had an
outstanding year with 21% higher orders and 15% in
additional revenue. Our robust and reliable Elgin,
Ravo, Vactor, Guzzler and Jetstream brands are all well
regarded by customers. The Group is maintaining or
growing share in traditional markets while investing to
improve systems, grow globally and renew the product
portfolio. Despite these investments, ESG margins
topped 9% in 2006, a 7-year high. The improvement
reflects higher pricing and strong operational perform-
ance. EV grew by $10 million in 2006.

a Bmmmlmwmm-’m

With the divestiture of the cutting tool businesses,

our Tool Group will now focus exclusively on buitding
value in the die and mold tooling sectors. By leveraging
strong brand recognition and a global manufacturing
footprint, Tool is well-positioned for earnings growth.
The Group started shipping product from its new

plant in the People’s Republic of China during the first
quarter of 2007. They are expanding marketing efforts
in North America where in 2006, they largely offset
weakness in the U.S. automative and home building

sectors with increases elsewhere.

We are looking forward to the opportunities before us.
Now, in early 2007, indications are that economic
expansion should continue in our served markets.

With that wind at our back, we will continue to make
progress in increasing the Economic Value of the
Company in the coming year. We begin the year with a
healthy backlog in all of our key businesses and a sound
financial position. Qur strategies are gaining traction
and we are projecting revenue growth of 8% to 10%
and earnings up 30%. These are the early steps on

a journey that will transform Federal Signal from a
diversified industrial conglemerate into a company that
is ... the leader in advancing security and wetl-being for

customers around the warld every day.

Sincerely,
-
( .
tra T
Robert D. Welding James C. Janning
President and Chairman

Chief Executive Officer
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Federal Signal provides the broadest array of
municipal security and well-being solutions.

3
|

Solutions

Security

= All-hazard warning systems

» |nteroperable communications
sysiems

= Emergency scenario
management systems

s Puyblic safety broadband
wireless networks

= Custom communications
systems

» Fire rescue vehicles

= Command and control vehicles
= Building and installation security

systems

® HazMat and explosives
response vehicles

® Parking management and
security systems

» Police, fire and heavy-duty
vehicle systems

s B

Well-Being

s Sanitation sewer cleaning
and monitoring vehicles

= Water/fwastewater
monitoring systems

= Roadway cleaning and
sweeping vehicles

= Mydro-excavation vehicles

ATHIN | acvanciog sty art et bestys

Market Drivers

Growing critical communications infrastructures

More than $2 billion will be invested by U.S. municipalities through
2010 to deploy and operate municipal broadband wireless networks,
in part to support public safety andl security initiatives. In 2007
spending is projected to reach $4€0 million, per MuniWireless.com.

Increasing importance placed on security and safety
Per the National League of Cities, 75% of city finance officers
surveyed reported that public safety spending increased in 2006.

Emerging need for cost-effective interoperable communications
The Wall Street Journal reported public safety personnel cannot
always communicate with each othe- during emergancy events due to
equipment that is incompatible, and often expensive and out of date.

“We are determined to ensure that the ... major cities
have interoperable communications in effect by the end of
this coming year, and that all states have interoperable
communications in effect by the end of 2008.”

Michael Chertoff, Secretary of Horneland Security
Keynote address — Grants Training National Conference.
November 28, 2006




Top: Federal Signal E-ONE Typhoon fire rescue vehicle, Boca Grande, Florida. Bottom left: Federal
Signal Codespear interoperahle communications platform, Monroe County, Michigan. Bottom right:
IFederal Signal Elgin Eagle street sweeper, St. Louis, Missouri.
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Federal Signal engineers fail-safe integratte?d security
solutions for critical governmental installations.

Solutions Market Drivers

Security Increasing global demand for homeland security

= Custom communications systems Worldwide spending on homeland security is forecasted to grow by 124%,
s Building and installation security systems from $231 billion in 2006 to $518 billion by 2015 according to Homeland

s Interoperable communications systems Security Research Corp.

= Emergency scenario management sysiems Growing emphasis on emergency preparedness and response

s Mass npt|f|cat.|0n systems The need for integrated solutions, such as emergency operations centers,
= Tsunami warning systems improved command and contro!, and interoperable communications could drive
= Command and control vehicles spending in this area to $13-16 billion over the next five years per Civitas, a
= Police, fire and heavy-duty vehicle systems strategic homeland security advisory and investment services firm.

® HazMat and explosives response vehicles

Expanding focus on ports and borders
The 2007 $34.8 billion Homeland Security Appropriatiens Bill includes funds for
the U.S. Secure Border Initiative.

“Qur first priority must always be the security of our nation, and
that will be reflected in the budget { send to Congress ... My
budget nearly doubles funding for a sustained strategy of home-
land security, focused on four key areas: bioterrorism, emergency
response, airport and border security, and improved intelligence.”

U.S. President George Bush
State of the Union Address
January 31, 2007
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Yop left: Federal Signal tsunami warning system, Pudang, Indonesia. Top right; Federal Signal
integrated security systems, governmental installations worldwide. Bottom: Federal Signal E-CNE
HazMat and explosives response vehicle, Vermont.
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Federal Signal enhances security and we

in the meost rugged industrial environments.

Solutions

Security

= Building and facility safety
and security systems

» Interoperable communications
systems

= Safety, security and critical
communications systems

» Public address, paging and
emergency respense systems

s Parking revenue management
and security systems

a Fire rescue vehicles

a Arduous environment lighting
systems

s Industnal signaling systems

& Mining safety systems

Well-Being

e High pressure surface
cleaning and preparation
systems

Hydro-excavation vehicles
Maobile material vacuum
vehicles

Parking lot cleaning systems
u Vacuum sweeping vehicles

10 | m FEDERAL BIGNAL CORPOAATION | Advncing secunty and weik-being.

Market Drivers

Increasing liquefied natural gas {LNG} consumption
Woed Mackenzie Consultants projsct that LNG consumption may
grow 66% by 2010.

Surging coal consumption

World coal consumption is expected to nearly double by 2030

with China and India accounting for 70% of this increase, according
to the EIA.

Rising industrial base in Asia
MAPI predicts Asian industrial produstion will grow at an average
annual rate of 9.1% from 2006 to 2010

“The oil and gas industry is committed to protecting the
reliable supply network of fuels and products to keep our
economy growing. Our oil and gas infrastructure is the
most reliable in the world and our aim is to continue our
coordinated efforts to enhance our infrastructure security.”

American Petroleum Institute
Homeland Security Policy Paper
August 29, 2006




Top left: Federal Signal integrated security systemn, North Sea. Top right: Federal Signal Victor mining
safety systems, South Africa. Bottom left: Federal Signal Vactor hydro-excavator, Leadville, Colorado.
Bottom right: Federal Signal E-ONE Bronto articulated aerial device, Germany,

11




Federal Signal advances airport security ]
and well-being with specialized solutions.

|

L

Solutions
Security Well-Being
» Building and installation = Glycol recovery vehicles
security systems = Runway cleaning vehicles
= |nteroperable communications
systems

®» Emergency scenario
management systems

= Parking revenue management
and security systems

» Ajrport rescue and firefighting
vehicles

12 ﬂmmmﬂmlmmmm

Market Drivers

Growing air traffic
The Air Transport Action Group expects passenger and cargo
traffic to double over the next 12 to 15 years.

Expanding airport infrastructure
Frost & Sullivan estimates that 108 airports will be constructed
in China in the next five years, for a total of 240 by 2010,

Increasing investment in airport security

The International Air Transport Association reports that airlines
have been paying $5.6 hillion more per year for security since
the events of 9/11.

« .. we will build and take advantage of security
networks ... we will put a renewed emphasis on
sharing intelligence, capacity, and technology with
other law enforcement, intelligence gathering and
security agencies at every level of government.”

Kip Hawley, Assistant Secretary
Department of Homeland Security
Transportation Security Administration
November 3, 2005
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Top left: Federal Signal Federal APD parking management and security system, Chicago, [llinois.
Top right: Federal Signal Elgin Crosswind runway sweeper, 5t. Charles, lllincis. Bottom: Federal
Signal E-QONE Titan airport rescue firefighting vehicle, Atlantic City, New Jersey.
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Trusted Brands — Proven Performance

I Safety and Security Fire " Environmental
MUNICIPAL Systems | Rescue . Solutions
All-hazard warning systems — | ]L - 44__1_ .
Building and installation security systems ~ —— i I —_—
Command and control vehicles o e —
Custom communications systems __ _ ) L
Ernergency scenaric management systems | —— ;[ _ — . I -
Fire rescue vehicles R R |, ——
HazMat and explosives response vehices . o e e I
Hydro-excavation vehicles L - . 4 | /——=—=
interoperable communications systerms __7 ) -':l‘{t N ~
Parking management and security Systems } T ., .
Police, fire and heavy-duty vehicle systems j_ | e s
Publ\c safety broadband wireless networks | B————— e o L ~.
Roadway cleaning and sweeping vehicles 1 Y A lE‘E:’
Sanitation sewer cleaning and manitoring vehicles o _ Y =
Water/wastewater monitoring systems o = —— R
GOVERNMENTAL _ . L e + _ I i _ —
Building and installation security systems B \ . _ o
Command and control vehicies _ o I S I _1__# —
Custom communications systems | I _
Emergency scenario management systems ~ T __ +
HazMat and explosives response vehicles L == @ ___
Interoperable communications systems R — T [N
Mass notification systems . ”I ————1 U i T
Police, fire and heavy-duty vehicle systems . LE — b -
Tsunami warning systems - ==, ___ L o
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Safety and Security ‘ Fire Environmental

INDUSTRIAL Systems | Rescue Solutions
Arduous environment lighting systems % -
Building and facility safety and security systems | —— -
Fire rescue vehicles ~ ~ - ———— -
High pressure surface cleaning and preparation systems - e
Hydro-excavation vehizles _ e
industra sgnaling syetarms — -7
Interoperable communicaiions systermns — _ -
Mining safety systems_~ ~ = ———— e
Mobile material vacuumn vehicles e
Parking lot cleaning systems 0
Parking revenue manzgement and security systems = ! — -
Public address, pggin_g_gnﬁ emergency response systems e ——— : e
Safety, security and critical communications systems ———————— P . o
Vacuum sweeping vehicles p Y—
Industrial 1tocling S [ —

I
Airport rescue and fire_‘ffghitinrgivéhirclésr - - ————— e -
Building and installaticn security systems e————| o
Emergency scenaﬁl_o__rialﬁggement systems ————————— : S
Glycol recovery vehiclss | B/
In[e:-@pelgg\@iomﬂw_u_mcation_s_sy'stems —————————— o —
Parking revenue manzgement and security systems ——— o e

| Be—

Runway cleaning vehisles
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Shareholder Information

Annual Meeting of Shareholders
Tuesday, April 24, 2007, 3:30 p.m. Central time at the Embassy
Suites Hotel, 707 East Butterfield Road, Lombard, IL 60148

Common Stock Data

Federal Signal Corporation’s common stock is listed and
traded on the New York Stock Exchange under the symbol
FSS. The Company expecis to continue paying regular
guarterly cash dividends as it has done since 1948,
depending, of course, on future earnings, financial condition
and capital requirements.

Stock Transfer Agent and Registrar

National City Bank is the transfer agent and registrar for
Federal Signal Common Stock. Notices regarding change of
address and inquiries regarding lost dividend checks, lost or
stalen stock certificates and transfers of stock, should be
directed to National City Bank, Shargholder Services
Operations, Locator 5352, P.O, Box 92301, Cleveiand, OH
44101-4301, 800-622-6757.

Dividend Reinvestment Plan

This ptan enables Federal Signal shareholders, who hold
shares in their own name, to automatically and regularly apply
common siock cash dividends toward the purchase of
additional shares of common stock. Participants have the
option of purchasing more common shares through the plan
with direct cash payments. The company pays all bank
service fees and brokerage commissions for common stock
purchased through the plan. Inquiries regarding enrcliment in
the plan or questions concerning established accounts should
be directed to National City Bank, Shareholder Services
Operations, Locator 5352, PO, Box 94948, Cleveland, OH
44101-49486, 800-622-6757.

Contacting Directors

You may contact the Audit Committee, the Nominating and
Governance Committee, any director or group of directors
on an ancnymous/confidential basis by addressing your
letter to Federal Signal Corperation, Office of the Secretary,
1415 West 22nd Street, Qak Brook, L 60523-2004.

Reports

A copy of the Company's 10-K, including the consolidated
financial staterments, is available on Federal Signal's website
at www.federalsignal.com or contact Federal Signal
Corporation, Office of the Secretary, 1415 West 22nd Swreet,
Oak Brook, Il. 60523-2004, 630-954-2000.

16 m FEDERAL SIGNAL CORPORATION | Advancing secury aret weit-teing

Contacting Investor Relations
Contact David E. Janek, Vice Presidsnt and Treasurer, at
investorrelations@federalsignal.con or 630-854-2000.

Shareholders

Some of Federal Signal's shareholders have their shares
registered in their broker's name or “street” name. If you are
a “street” name holder and are not receiving company
communications directly or in a timely manner, we would be
pleased to send this information to you if you will send us your
name and address. Federal Signal had a total of approximately
21,000 "street” name and record shareholders at

year-end 2006.

Webcast of Quarterly Conference Call

The Company anticipates quarterly earnings press releases
followed by a conference call after the end of each fiscal guarter.
Detailed information on the next press release and conferance
call wili be available at www.federzalsignat.com at the end of
each fiscal quarter.

Dividend Dates
Federal Signal Corporation anticipates the following cash
dividend dates for 2007:

Record Date Payment Date
March 15 Aprit 4

June 1% July 5
September 14 Octooer 3
December 14 January 4 {2008}

Trademarks
Trademarks used in this annual redort are the property of Federal
Signal Corporation or one of its s.bsidiaries.

®

Printed on recycled paper.
©?2007 Federal Signal Corporation.
All rights reserved worldwide.
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PART 1

Item 1. Business.

Federal Signal Corporation, founded in 1901, was reincorporated as a Delaware Corporation in 1969. The
Company designs and manufactures a suite of products and integrated solutions for municipal, governmental,
industrial and airport customers. Federal Signal's portfolio of products includes interoperable communications
platforms, safety and security systems, fire apparatus, aerial devices, street sweepers, industrial vacuums, water-
blasters, sewer cleaners and consumable industrial tooling. Federal Signal Corporation and its subsidiaries (referred
to collectively as “the Company” or “Company” herein, unless context otherwise indicates) operates manufacturing
facilities in 33 plants in 13 countries around the world serving customers in approximately 100 countries in all
regions of the world. The Company also provides customer and dealer financing to support the sale of its vehicles.

Narrative Description of Business

Products manufactured and services rendered by the Company are divided into four major operating groups:
Safety and Security Systems, Fire Rescue, Environmental Solutions and Tool. The individual operating companies
are organized as such because they share certain characteristics, including technology. marketing, distribution and
product application, which create long-term synergies.

Financial informartion (net sales, foreign sales., export sales, operating income and identifiable assets)
concerning the Company’s four operating segments as of, and for each of the three years in the period ended,
December 31, 2006 included in Note 14 of the financial statements contained under Item 8 of this Form 10-K is
incorporated herein by reference.

Safety and Security Systems Group

The Safety and Security Systems Group designs and manufactures emergency vehicle warning lights and
sirens, industrial and outdoor signaling, warning, lighting and communication devices and integrated systems; and
parking revenue and access control systems. Products are sold under the Federal Signal, Target Tech, VAMA,
Pauluhn, Victor and Federal APD brand names. The group operates manufacturing facilities in North America,
Europe and South Africa. Many of the group’s products are designed in accordance with various regulatory codes
and standards, and meet agency approvals such as Underwriters Laboratory (UL), International Electrotechnical
Commission (IEC) and American Bureau of Shipping {ABS).

Fire Rescue Group

The Fire Rescue Group manufactures a broad range of fire rescue apparatus in its facilities located in North
America and Europe. The group sells vehicles under the following brand names: E-ONE, Superior, Saulsbury and
Bronto Skylift.

E-ONE is a leading brand of aluminum and stainless steel. custom-made vehicles including pumpers and
tankers, acrial ladders and platforms, rescues, quick attack units, command centers and airport rescue vehicles.
Superior brand trucks are manufactured and distributed primarily for the Canadian market and US wildlands
markets. Under the Bronto Skylift brand name, the Company manufactures vehicle-mounted aerial access
platforms in Finland for sale globally.

Environmental Soiutions Group

The Environmental Solutions Group manufactures and markets worldwide a full range of street cleaning and
vacuum loader vehicles and high-performance water blasting equipment. Products are also manufactured for the
newer markets of hydro-excavation, glycol recovery and surface cleaning. Products are sold under the Elgin,
RAVQ, Vactor, Guzzler, Leach, Shanghai Federal Signal and Jetstream brand names. The group’s vehicles and
equipment are manufactured in North America, Curope and Asia.

Under the Elgin brand name. the Company sclls the leading US brand of street sweepers primarily designed for
large-scale cleaning of curbed streets, parking lots and other paved surfaces utilizing mechanical sweeping, vacuum




and recirculating air technology for cleaning. RAVQ is a market leader in Europe for high-quality, compact and self-
propetled sweepers that utilize vacuum technology for pick-up.

Vactor is a leading manufacturer of municipal combination catch basin/sewer cleaning vacuum trucks. Guzzler
is a leader in industrial vacuum loaders that clean up industrial waste or recover and recycle valuable raw materials.
Shanghai Federal Signal is a China-based joint venture manufacturer of refuse truck bodies for waste collection and
disposal for Asian markets. Jetstream manufactures high pressure waterblast equipment and accessories for
commercial and industrial cleaning and maintenance operations. In addition to equipment sales, the group is
increasingly engaged in the sule of parts and in providing renting and used equipment resale services.

Segment results have been restated for all periods presented to exclude losses from the North American refuse
business, which was reclassified as a discontinued operation in 2005. The Company substantially disposed of the
assets of this business during 2006.

Tool Group

The Tool Group manufactures, and in some cases is a reseller of, a broad range of precision tooling, ejector
pins. corc pins, sleeves and accessories for the plastic injection mold industry: and precision tooling and die
components for the metal stamping industry. Tooling products are marketed under the Dayton Progress and PCS
brand names and manufactured in North America, Europe and Asia.

Segment results have been restated for all periods presented to exclude the impact from Manchester Tool
Company, On Time Machining and ClappDico Corporation or “Cutting Tool Operations™; which was reclassified as
a discontinued operation in 2006. The Company completed the sale of the Ohio based Cutting Tool Operations on
January 31, 2007.

Restructurings

In June 2004, the Company announced the implementation of the first steps of a broad restructuring initiative
aimed at enhancing the Company’s competitive profile. The measures announced addressed three key issues:
improving the profitability of the Fire Rescue Group, divesting non-strategic business activities, and improving the
Company's manufacturing overhead cost structure.

The initiatives included the following restructuring plans and divestitures:

* Closure of Preble. New York plant — By the end of 2004, the Company had closed its 120,000 square feet
production facilities in Preble, New York and consolidated US preduction of fire rescue vehicles into its
Ocala, Florida operations.

¢ Sale of interest in Plastisol B.V. Holdings — In 2004, the Company sold its 54% majority ownership interest
in Plastisol B.V. Holdings to its minority partner. The Compuny acquired its ownership interest in Plastisol in
2001. Plastisol manufactures glassfiber reinforced polyesier fire truck cabs and bodies mainly for the
Europcan and Asian markets,

¢ Safety Storage Inc. joint venture — In June 2004, the Company concluded the sale of its 30% minority
ownership interest in Safety Storage, Inc. to the majority owner. Safety Storage makes mobile buildings for
the off-site storage of hazardous waste.

* Industrial leasing portfolio — In 2001, the Company made the strategic decision to exit the leasing business
for industrial customers. During 2004, the Company sold a $10 million portion of its industrial leases to a
financial institution and continued the runoff of the rest of the portfolio; proceeds were used to pay down
debt.

* Dayton France manufaciuring consolidation — The Company has completed reduction of certain manu-
facturing activities at Dayton France.

In the fourth quarter of 2006 the Company completed the closure of the Red Deer. Canada operation and
consolidated the production of its fire rescue vehicles into the Ocala, Florida facility. In the fourth quarter of 2005,
the Company completed the closure of operations in Federal APD do Brasil, L.TDA, which produced parking
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systems for the local market. In 2004, the Company divested Technical Tool, Inc.. a small manufacturer of precision
beverage can tooling, and Justrite Manufacturing Company, L.L.C., a leading manufacturer of products for the safe
storage of flammable and hazardous materials.

Financial Services

The Company offers a variety of short- and long-term financing primarily to its Fire Rescue and Environmental
Solutions independent dealers and customers. The Company provides financing, principally through sales-type
leases, to (i) municipal customers to purchase vehicles and (ii) independent dealers to finance the purchase of
vehicle inventory. Financings are secured by vehicles and primarily, in the case of the independent dealers, the
dealer’s personal guarantee. In 2001, the Company decided to curtail new leasing to industrial customers. who
generally have a higher credit risk; this portfolio continues to diminish over time as no new leases were extended to
industrial custemers in 2006. By December 31, 2006, the Company’s investment in leases to industrial customers
had declined to 4% of its lease financing and other receivables.

Marketing and Distribution

The Safety and Security Systems Group companies sell to industrial customers through approximately
2,000 wholesalers/distrioutors who are supported by Company sales personnel and/or independent manufacturer’s
representatives. Products are also sold to municipal and governmental customers through more than 900 active
independent distributors. as well as through original equipment manufacturers and direct sales. International sales
are made through the group’s independent foreign distributors or on a direct basis. The Company also sells complex,
integrated warning, communications and parking systems through a combination of a direct sales force and
distributors.

Fire Rescue and Environmental Solutions use both direct sales and dealer networks to service customers
generally depending on the size of the customer as well as the technical complexity of the sale. The Company
believes its national and global dealer networks for vehicles distinguishes it from its competitors, Dealer
representatives are on-hand to demonstrate the vehicles™ functionality and capability to customers as well as
service to the vehicles on a timely basis.

The Tool Group sells to die and mold builders, plastic molders, metal stampers and metal fabricators through
distributors and a direct sales organization. Because of the consumable nature of most of the Tool Group’s products,
volume depends mainly on repeat orders from thousands of customers and end users, driven primarily by their
production levels and to a lesser extent by the volumes of new dies and molds being ordered for new products. Many
of the Tool Group's customers have some ability to produce certain products themselves. but at a cost disadvantage.
Major market emphasis is placed on quality of product. delivery, level of service and price. Inventories for certain
products, are maintained to assure prompt service 10 the customer, while other products are made to order. The
average order for standard tools is filled in less than one week for domestic shipments and within two weeks for
international shipments.

Customers and Backlog

Approximately 4%, 25% and 35% of the Company's total 2006 orders were to US municipal and government
customers, US commercial and industrial customers, and non-US customers, respectively. No single customer
accounted for i material part of the Company’s business.

The Company’s US municipal and government customers depend on tax revenues to support spending. A
sluggish industrial economy, therefore, will eventually impact a municipality’s revenue base as jobs are lost and
profits decline. Generally, a municipal slowdown lags far enough behind the industrial slowdown such that the
industrial economy is growing again by the time nwnicipalities reduce their spending. The US economic downturn
from 2001 to 2003 lasted longer than expected, allowing spending cuts by municipalities to affect the Company
during the same time period as weak industrial demand was experienced. During 2006, the Company saw municipal
and governmental ordzrs increase 3% from 2005, to add 1o the 10% increase in these orders in 2005 compared to
2004,




The Company’s backlog totaled $403 million and $386 million as of December 31, 2006 and 2005,
respectively. The 4% increase is primarily attributed to strong orders for vacuum trucks, sewer cleaners and truck
mounted aerial access platforms, partially offset by lower orders for other fire rescue vehicles. A substantial
majority of the orders in backlog at December 31, 2006 are expected to be filled during 2007.

Suppliers

The Company purchases a wide variety of raw materials from around the world for use in the manufacture of its
products, although the majority of current purchases are from North American sources. To minimize availability,
price and quality risk, the Company is party to numerous supplier strategic alliances. Although certain materials are
obtained from either a single-source supplier or a limited number of suppliers, the Company has identified
alternative sources to minimize the interruption to its business in the event of supply problems.

Components critical in the production of the Company’s vehicles (such as engines. transmissions, drivetrains,
axles and tires) are purchased from a select number of suppliers and may be specified by the customer. The
Company also purchases raw and fabricated aluminum and steel as well as commercial chassis with certain
specifications from a few sources,

The Company believes it has adequate supplies or sources of availability of the raw material and components
necessary to meet its needs. However, there are risks and uncertainties with respect to the supply of certain of these
raw materials that could impact their price, quality and availability in sufficient guantities.

Competition

Within specific product categories and domestic markets, the Safety and Security Systems Group companies
are among the leaders with three to four strong competitors and several additional ancillary market participants. The
group’s international market position varies from leader to ancillary participant depending on the geographic region
and product line. Generally, competition is intense as to all of the group’s products and purchase decisions are made
based on competitive bidding, price, reputation, performance and servicing.

E-ONE is a leading, single-source manufacturer of custom-built, stainless steel and aluminum-bodied fire
apparatus and chassis in a market served by approximately ten key manufacturers and approximately 70 small,
regional manufacturers. E-ONE occupies the number one or two position of the North American pumper and aerial
market based on units. E-ONE is a leading command vehicle provider to the cily, state and federal agencies for
natural and man-made disaster response. In addition, E-ONE is a significant global provider of industrial pumpers
and aerials serving the petrochemical and pharmaceutical industries. E-ONE also competes with six manufacturers
worldwide in the production of airport rescue and firefighting vehicles. Bronto Skylift is established as the
articulated aerial leader in the global fire fighting and rescue platform markets; the Company manufactures and
distributes vehicle-mounted aerial access platforms globally.

Within the Environmental Solutions Group, Elgin is recognized as the market leader among several domestic
sweeper competitors and differentiates itself primarily on product performance. RAVO, the Company’s Dutch
compact sweeper manufacturer, also competes on product performance through its vacuum technology and
successfully leads in market share for mid-sized sweepers among several regional European manufacturers.
Vactor and Guzzler both maintain the leading domestic position in their respective marketplaces by enhancing
product performance with leading technology and application flexibility. Jetstream is a market leader in the in-plant
cleaning segment of the US waterblast industry competing on product performance and rapid delivery.

The Tool Group companies compete with several hundred competitors worldwide. In North America, the
Company holds a share position ranging from number one to number three depending on the product offering.
Research and Development

The information concerning the Company’s research and development activities included in Note (4 of the
financial statements contained under Item 8 of this Form 10-K is incorporated herein by reference.
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Patents and Trademarks

The Company owns a number of patents and possesses rights under others to which it attaches importance, but
does not believe that its business as a whole is materially dependent upon any such patents or rights. The Company
also owns a number of trademarks that it believes are important in connection with the identification of its products
and associated goodwill with customers. but no material part of the Company’s business is dependent on such
trademarks.

Employees

The Company employed over 5,400 people in ongoing businesses at the close of 2006. Approximately 16% of
the Company’s domestic hourly workers were unionized at December 31, 2006. The Company believes relations
with its employees continue to be good.

Governmental Regulation of the Environment

The Company believes it substantially complies with federal, state and local provisions that have been enacted
or adopted regulating the discharge of materials into the environment, or otherwise relating to the protection of the
environment. Capital expenditures in 2006 attributable to compliance with such laws were not material. The
Company believes that the overall impact of compliance with environmental regulations will not have a material
effect on its future operations.

Seasonality

Certain of the Company’s businesses are susceptible to the influences of seasonal buying or delivery patterns.
The Company s businesses which tend to have lower sules in the first calendar quarier compared to other quarters as
a result of these influences are street sweeping, fire rescue products, outdoor warning, emergency signaling
products and parking systems.

Additional Information

The Company makes its annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K and amendments to those reports available, free of charge, through its Internet website (hitp://
www,federalsignal.com) as soon as reasonably practical after it electronically files or furnishes such materials
to the Securities and Exchange Commission (“SEC™). All of the Company’s filings may be read or copied at the
SEC’s Public Reference Room at 100 F Street, NE, Washington, DC 20549. Tnformation on the operation of the
Public Reference Room can be obtained by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet
website (http://www.sec.gov) that contains reports, proxy and information statements and other information
regarding issuers that file electronically.

Item 1A. Risk Factors.

The following are some of the risks that we face in our business. The list of risk factors is not exhaustive. There
can be no assurance that we have correctly identified and appropriately assessed all factors affecting our business or
that publicly available and other information with respect to these matters is complete and correct. Additional risks
not presently known to us or that we currently believe to be immaterial also may adversely impact us. Should any
risks and uncertainties develop into actual events, these developments could have material adverse effects on our
business, financial condition and results of operations.

Qur financial results are subject to considerable cyclicality.

Our ability to be profitable depends heavily on varying conditions in the United States government and
municipal markets and the overall United States economy. The industrial markets in which we compete are subject
to considerable cyclicality, and move in response to cycles in the overall business environment. Many of our
customers are municipal governmental agencies, and as such, we are dependent on municipal government spending.
Spending by our municipal customers can be affected by local political circumstances, budgetary constraints, and
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other factors. The United States government and municipalities depend heavily on tax revenues as a source of their
spending and. accordingly. there is a correlation, usually lagged by one or two yeaurs, between the overall strength of
the United States economy and our sales to the United States government and municipalities. Therefore, downturns
in the United States economy are likely to result in decreases in demand for our products. During previous economic
downturns, we experienced decreases in sales and profitability, and we cxpect our business to remain subject to
similar economic flucteations in the future.

The inability to obtain raw materials, component parts, and/or finished goods in a timely and
cost-effective manner from suppliers would adversely affect our ability to manufacture and market our
products.

We purchase raw materials and component parts from suppliers to be used in the manufacturing of our
products. In addition, we purchase certain finished goods from suppliers. Changes in our relationships with
suppliers or increases in the costs of purchased raw materials, component parts or finished goods could result in
manufacturing interruptions, delays, inefficiencies or our inability to market products. In addition, our profit
margins would decrease if prices of purchased raw materials, component parts or finished goods increase and we are
unable to pass on those increases to our customers,

We operate in highly competitive markets.

The markets in which we operate are highly competitive. The intensity of this competition, which is expected
lo continue, can result in price discounting and margin pressures throughout the industry and adversely affects our
ability to increase or maintain prices for our products. In addition, certain of our competitors may have lower overalt
labor or material costs.

Failure to keep pace with technological developments may adversely affect our operations.

We are engaged in an industry which will be affected by future technological developments. The introduction
of products or processes utilizing new technologics could render our existing products or processes obsolete or
unmarketable. Our success will depend upon our ability o develop and introduce on a timely and cost-etfective
basis new products, processes and applications that keep pace with technological developments and address
increasingly sophisticated customer requirements. We may not be successful in identifying, developing and
marketing new products, applications and processes and product or process enhancements. We may experience
difficulties that could delay or prevent the successful development, introduction and marketing of product or
process enhancements or new products, applications or processes. Our products, applications or processes may not
adequately meet the requirements of the marketplace and achieve market acceptance. Our business, operating
results and financial condition could be materially and adversely affected if we were to incur delays in developing
new products, applications or processes or product or process enhancements or it our products do not gain market
acceptance.

Our ability to operate our Company effectively could be impaired if we fail to attract and retain key
personnel.

Our ability 1o operate our businesses and implement our strategies depends, in part, on the efforts of our
executive officers and other key employees. In addition, our future success will depend on, among other factors, our
ability to attract and retain qualified personnel, including finance personnel, research professionals, technical sales
professionals and engineers. The loss of the services of any key employee or the failure to attract or retain other
qualified personnel could have a material adverse effect on our business or business prospecls.

We have international operations that are subject to foreign economic and political uncertainties.

Our business is subject 1o fluctuations in demand and changing international sconomic and political conditions
which are beyond our control. During 2006, approximately 35% of our sales were to customers outside the United
States: with approximately 27% of sales being supplied from our overseas operations. We expect a significant and
mereasing portion of our revenues and profits to come from international sales for the foreseeable future. Operating
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in the international marketplace exposes us to a number of risks. including abrupt changes in foreign government
policies and regulations and. in some cases, international hostilities. To the extent that our international operations
are affected by unexpectad and adverse foreign economic and political conditions, we may experience project
disruptions and losses which could significantly reduce our revenues and profits.

Some of our contracts are denominated in foreign currencies, which result in additional risk of fluctuating
currency values and exchange rates. hard currency shortages and controls on currency exchange. Although currency
exposure is hedged in the short term. over the longer terin changes in the value of foreign currencies could increase
our US dollar costs for. or reduce our US dollar revenues from, our foreign operations. Any increased costs or
reduced revenues as a result of foreign currency fluctuations could atfect our profits.

We may incur material losses and costs as a result of product liability, warranty, recall claims or other
lawsuits or claims that may be brought against us.

We are exposed to product liability and warranty claims in the normal course of business in the event that our
products actually or allegedly fuail to perform as expected or the use of our products results, or is alleged to result, in
bedily injury and/or property damage. Accordingly. we could experience material warranty or product liability
costs in the future and incur significant costs to defend against these claims. We carry insurance and maintain
reserves for product liabitity claims. However, we cannot be assured that our insurance coverage will be adequate if
such claims do arise, and any liability not covered by insurance could have a material adverse impact on our results
of operations and financial position. A future claim could involve the imposition of punitive damages, the award of
which, pursuant 1o state laws, may not be covered by insurance. In addition, warranty claims are not covered by our
product liability coverage. Any product liability or warranty issues may adversely impact our reputation as a
manufacturer of high quality. safe products and may have a material adverse effect on our business.

The costs associated with complying with environmental and safety regulations could lower our margins.

We. like other manufacturers, continue to face heavy governmental regulation of our products, especially in the
areas of the environment and employee health and safety. Complying with environmental and safety requirements
has added and will continue to add to the cost of our products. and could increase the capital required. While we
believe that we are in compliance in all material respects with these laws and regulations, we may be adversely
impacted by costs, liabilities or claims with respect to our operations under existing laws or those thut may be
adopted. These requircments are complex, change irequently and have tended to become more stringent over time.
Therefore, we could incur substantial costs, including cleanup costs. fines and civil or criminal sanctions as a result
of violations, or liabilities under, environmental laws and safety regulations.

We are subject to a number of restrictive debt covenants.

Our credit facility and other debt instruments contain certain restrictive debt covenants that may hinder our
ability to take advantage of attractive business opportunities. Our ability to meet these covenants may be affected by
factors outside our control. Failure to meet one or more of these covenants may result in an event of default. Upon an
event of defaull, some of our lenders may be entitled to declare all amounts outstanding as due and payable.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

As of December 31, 2006, the Company utilized 19 principal manufacturing plants located throughout North
America, as well as 11 in Europe, 1 in South Africa and 2 in the Far East.

In total, the Company devoted approximately 1.3 million square feet to manufacturing and 0.9 million square
feet to service. warchousing and office space as of December 31, 2006. Of the total square footage, approximately
39% is devoted to the Safety and Security Systems Group, 13% to the Tool Group, 23% to the Fire Rescue Group
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and 25% to the Environmental Solutions Group. Approximately 71% of the fotal square footage is owned by the
Company with the remaining 29% being leased.

All of the Company’s properties, as well as the related machinery and equipment, are considered to be well-
maintained, suitable and adequate for their intended purposes. In the aggregate, these facilities are of sufficient
capacity for the Company’s current business needs.

Item 3. Legal Proceedings.

The information concerning the Company’s legal proceedings included in Note 13 of the financial statements
contained under Item 8 of this Form 10-K is incorporated herein by reference.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of security holders through the solicitation of proxies or otherwise during
the three months ended December 31, 2006.

Item 4A. Executive QOfficers.

The following is a list of the Company’s executive officers, their ages, business experience and positions and
offices as of February {, 2007:

Paul D. Box, age 53, was appointed Vice President and Chief Procurement Officer in March 2006.
Previously, Mr. Box was Vice President Global Purchasing at Newell Rubbermaid from 2002 to March 2006,
and Director Corporate Procurement at Compagq Computer Corporation from 1996 to 2002.

Paul Brown, age 43, was appointed Vice President and Controller in March 2005. He served as Vice
President-Internal Audit from April 2004. Previously, Mr. Brown was Vice President Finance-Flame Retar-
dants, for Great Lakes Chemical Corporation from 2000 to April 2004.

Kimberly L. Dickens, age 45, was elected as Vice President Human Resources in April 2004. Previously,
Ms. Dickens was appointed Vice President Human Resources for BorgWarner, Inc. from 2002 to March 2004,
and Vice President Human Resources for BorgWarner Transmission Systems from 1999 to 2002.

Marc L. Gustafson, age 54, was appointed Group President, Fire Rescue Group effective October 7, 2004,
Previously, Mr. Gustafson was President of American LaFrance from 2003 to 2004, Board Member (non-paid
position) and laborer for Habitat for Humanity from 2001 1o 2003 and President and CEOQ for Volvo Trucks NA
from 1996 to 2001.

David E. Janek, age 43, was appointed Vice President and Treasurer in September 2006. Mr. Janek was
Vice President Finance, Safety Products Group from June 2002. Previously, Mr. Janek was Vice President
Finance and Administration at Zellweger Analytics, Inc. from 2001 to 2002.

Stephanie K. Kushner, age 51, was elected as Vice President and Chief Financial Officer in February
2002. Previously, Ms. Kushner was Vice President — Treasury and Corporate Development for FMC
Technologies in 2001 and Vice President and Treasurer for FMC Corporation from 1999 to 2001.

David R. McConnaughey, age 50, was appointed President of Federal Signal’s Safety and Security
Systems Group in March 2006. Previously, Mr. McConnaughey was President Maytag All Brand Service from
2005 to March 2006 and Vice President Maytag All Brand Service from 2004 to 2005. Previously,
Mr. McConnaughey held several roles with Maytag Corporation including Vice President and G.M. Amana
Brand 2003 to 2004, Vice President Supply Chain 2002 to 2003 and Vice President and G.M. Laundry
Division 1998 1o 2002,

Jennifer L. Sherman, age 42, was appointed Vice President, General Counsel and Secretary effective
March 2004. Ms. Sherman was previously Deputy General Counsel and Assistant Secretary from 1998 to
2004.




Gregory A. Sink, age 48, was appointed Vice President Strategic Business Development in 2005.
Previously, Mr. Siak was Vice President and General Manager of Federal Signal’s Communication System
Division from 2000 to 2005.

Mark D. Weber, age 49, was appointed President of the Environmental Solutions Group in April 2003.
Mr. Weber was Vice President Sweeper Products for the Environmental Solutions Group from 2002 to 2003,
General Manager of Elgin Sweeper Company from 2001 to 2002.

Robert D. Welding, age 58, was elected President and Chief Executive Officer and elected to the Board of
Directors in December 2003, Previously, Mr. Welding was Executive Vice President of BorgWarner, Inc. from
1999 to 2003, President of BorgWarner, Inc.'s Driveline Group from 2002 to 2003, President of BorgWarner
Transmission Systems, Inc, from 1996 to 2003 and Vice President of BorgWarner, Inc. from 1996 to 1999.

Michael K. Wons, age 42, was appointed Vice President and Chief Information Officer in November
2006. Previousty, Mr. Wons was Senior Technology Strategy Director at Microsoft Corporation from 2002 to
November 2006 and Executive Vice President and CTO at National Transportation Exchange from 2001 to
2002.

These officers hold office until the next annual meeting of the Board of Directors following their election and

until their successors have been elected and qualified.

There are no family relationships among any of the foregoing executive officers.

PART 11

Item 5. Market for Company’s Common_Equity, Related Stockholder Matters and Issuer Purchases of

Equity Securities.

{(a) Market Information

The Company’s common stock is listed and traded on the New York Stock Exchange (“NYSE”) under the

symbo! FSS. At December 31, 2006, there were no material restrictions on the Company’s ability to pay dividends.
The information concermning the Company’s market price range data included in Note 18 of the financial statements
contained under Item 8 of this Form 10-K is incorporated herein by reference.

As of January 31, 2007, there were 3,009 holders of record of the Company’s common stock.




The following graph matches the cumulative 5-year total return of shareholders on Federal Signal Corpo-
ration’s common stock relative to the cumulative total returns of the Russell 2000 index, the S & P Midcap 400
index and the S & P Industrials index. The graph tracks the performance of a $100 investment in the Company’s
common stock and in each of the indices (with the reinvestment of all dividends) from December 31, 2001 to
December 31, 2006.

Comparison of 5 Year Cumulative Total Return*

Among Federal Signal Corporation, The Russell 2000 Index,
The S & P Midcap 400 Index and the S & P Industrials Index

200
150 -
100 —
50 ~1
0 T — T T T 1
2001 2002 2003 2004 2005 2006

*$100 invested on December 31, 2001 in stock or index-including reinvestment of dividends. Fiscal year
ending December 31.

Copyright® 2007. Standard & Poor’s a division of The McGraw-Hill Companies, Inc. All rights reserved.
www.researchdatagroup.com/S&P.htm

12/01 12/02 12/03 12/04 12/05 12/06

Federal Signal Corporation e 100.00 | 90.43 85.00 87.60 75.56 81.97
Russelt 2000« - - - - - 100.00 | 7952 | 117.09 | 138.55 | 144.86 | 171.47
S & P Midcap 400 — — - 100.00 ; 8549 | 11594 | 135.05 | 152.00 | 167.69

S & P Industrials

100.00 | 73.66 97.37 | 11493 | 117.60 | 133.23

The stock price performance included in this graph is not necessarily indicative of future stock price
performance.

The information concerning the Company’s quarterly dividend per share data included in Note 18 of the
financial statements contained under Item 8 of this Form 10-K is incorporated herein by reference.
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(b) Not applicable
(c} Issuer Repurchases of Equity Securities

The program to repurchase 350,000 shares was approved by the Board of Directors” on February 9, 2006. The
Company disclosed this plan to repurchase shares to offset the dilution impact of stock based compensation in its
Form 10-K filed on February 23, 2006. On July 18, 2006, the Board approved a supplemental share repurchase of up
to 400,000 shares before December 31, 2006. This repurchase was completed during the quarter ended Septem-
ber 30. 2006.

Total Number of Shares

Purchased as Part of Maximum Number of
Total Number of Average Price Publicly Announced Shares That May Yet
Period Shares Purchased(a) Paid per Share Plans Be Purchased
Mar, 2006 . ... .......... 175,000 $18.05 175,000
May 2006 .............. 175,000 17.50 175,000
July 2006 .. ............ 179,700 15.22 179,700
Aug.2006........... ... 220,500 14.65 220,500

Total .. ........ ... ..., 750,200 $16.27 750,200




Item 6. Selected Financial Data,

The following table presents the selected financial information of the Company as of, and for each of the five
years ended in the period December 31, 2006:

2006 2005 2004 2003 2002
Operating Results (dollars in millions):
Netsales(a) ............ ... $1.21t6 $1,119.0 $1,0245 $1,023.1 § 939.2
Income (loss) before income taxes{a) ............ $ 427 % 408 $ (03 % 414 % 5179
Income from continuing operations(a) . ... ........ $ 344 % 439 § 61 5 347 $ 406
Operating margin(a) . . ....................... 5.8% 5.7% 2.2% 5.9% 7.8%
Return on average common shareholders’ equity(b) . . 6.0% (1.2)% (0.6)% 9.1% 11.3%
Common Stock Data (per share):
Income from continuing operations — diluted . . . ... $§ 072 % 091 % 013 § 072 $ 0388
Cashdividends. . ... ... .. ................... $ 024 $ 024 $ 040 $ 080 $ 0380
Market price range:
High........ ... ... . . $ 1975 $ 1795 S 2056 $ 2079 $ 27.07
Low .. § 1269 % 1380 S5 1575 § 1360 § 1600
Average common shares outstanding (in millions) . . . 48.0 48.2 48.1 48.0 459
Financial Position at Year-End (dollars in millions):
Working capital{a){c) ..........c..c.iuraen.. $ 1449 % 1606 % 1571 $§ 992 § 1522
Current ratio(a)(C). . v .o v e e 1.5 1.6 1.7 1.4 1.8
Total assets. . .. ... . e $1,0494 $1,119.5 $1,1324 S$L177.5 $1,1559
Long-term debt, net of current portion. .. ......... $ 1603 $ 2037 § 2157 $§ 1941 $ 3445
Shareholders” equity . .. ......... ... ... ... ... $ 3864 5 3763 § 4127 § 4225 3 398.0
Debt-to-capitalization ratio(d) .. . ............... 37.4% 43.0% 373% 40.0% 44.0%
Net debt-to-capitalization ratio(f). . .. ............ 35.3% 33.5% 35.8% 39.1% 37.1%
Other (dollars in millions):
Orders(a) .. ... e $1,230.1 $1,100.5 $1,083.7 $ 9727 $1,005.1
Backlog(a) . ...... ... ... $ 4033 % 3862 % 4119 $§ 3303 § 4122
Net cash provided by operating activities. . ........ $ 297 $ 706 $ 325 $ 703 % 1021
Net cash provided by (used for) investing activities .. $ (193 $§ (O $ 341 § (101 § (71.0)
Net cash provided by (used for) financing activities. . $ (83.0) § 7.1 % BLD $ (599 § (38.2)
Capital expenditures(a) . . ... ...... .. ... ... $ 182 % 166 $§ 194 $§ 168 § 151
Depreciation and amortization{a). . ... ........... $ 179 § 182 % 162 % 151 § 169

Employees(a) . .. ... .. i 5,469 5.367 5,382 5,666 5,987

(a) continuing operations only, prior year amounts have been reclassified for discontinued operations as discussed
in Note 11 to the financial statements

(b) excludes cumulative effects of changes in accounting

{c) working capital: current manufacturing assets less current manufacturing liabilities; current ratio: current
manufacturing assets divided by current manufacturing liabilities

(d) manufacturing operations: total manufacturing debt divided by the sum of total manufacturing debt plus
manufacturing equity(e)

(e) manufacturing equity: total equity less financial services assets plus financial services borrowings
(f} net debt to capitalization ratio: manufacturing debt less cash and cash equivalents divided by manufacturing

equity less cash and cash equivalents
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The 2005 and 2004 income (loss) before income taxes includes restructuring costs of $0.7 million and
$7.0 million, respectively. These costs are further explained in Item 7 under Restructuring Charges and in Note 12 to
the financial statements. The 2005 income before income taxes was impacted by a $6.7 million gain on the sale of
two industrial lighting product lines. The 2004 loss before income taxes was impacted by a $10.6 million loss
incurred on a large contract for fire apparatus in the Netherlands, as more completely described in Item 7 under Fire
Rescue Operations.

The selected financial data set forth above should be read in conjunction with the Company’s consolidated
financial statements, including the notes thereto, and Item 7 of this Form 10-K.

The information concerning the Company’s selected quarterly data included in Note 18 of the financial
statements contained under Item 8 of this Form 10-K is incorporated herein by reference.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The Company designs and maaufactures a suite of products and integrated solutions for municipal, govern-
mental, industrial and airport customers. Federal Signal’s portfolio of products include aerial devices, street
sweepers, fire apparatus, safety and security systems, industrial vacuums, waterblasters, sewer cleaners and
consumable industrial tooling. Due to technology, marketing, distribution and product application synergies, the
Company’s business units are organized and managed in four operating segments: Safety and Security Systems,
Fire Rescue, Environmental Solutions and Tool. The Company also provides customer and dealer financing to
support the sale of its vehicles. The information concerning the Company’s manufacturing businesses included in
Item | of this Form 10-K and Note 14 of the financial statements contained under Item 8 of this Form 10-K are
incorporated herein by reference.

This Form 10-K, zontain the words such as “may,” “will,” "believe,” “expect,” “anticipate,” “intend,” “plan,”
“project,” “estimate” and “objective” or the negative thereof or similar terminology concerning the Company’s
future financial performance, business strategy, plans, goals and objectives. These expressions are intended to
identify forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995,
Forward-locking statements include information concerning the Company’s possible or assumed future perfor-
mance or results of operations and are not guarantees. While these statements are based on assumptions and
judgments that management has made in light of industry experience as well as perceptions of historical trends,
current conditions, expected future developments and other factors believed to be appropriate under the circum-
stances, they are subject to risks, uncertainties and other factors thar may cause the Compuny’s actual results,
performance or achievements to be materially different.

These risks and uncertainties, some of which are beyond the Company’s control, include the cyclical nature of
the Company’s industrial, municipal government and airport markets, technological advances by competitors, the
Company’s ability to improve its operating performance in its fire rescue plants, increased warranty and product
liability expenses, risks associated with supplier. dealer and other partner alliances, changes in cost competitiveness
including those resulting from foreign currency movements, disruptions in the supply of parts or components from
ihe sole source supplizrs and subcontractors, retention of key employees and general changes in the competitive
environment. These risks and uncertainties include. but are not limited to, the risk factors described under em 1A,
“Risk Factors,” in this Form 10-K. These factors may not constitute all factors that could cause actual results to
differ materially from those discussed in any forward-looking statement. The Company operates in a continually
changing business environment and new factors emerge from time to time. The Company cannot predict such
factors nor can it assess the impact, if any, of such factors on its financial position or results of operations,
Accordingly, forward-looking statements should not be relied upon as a predictor of actual results. The Company
disclaims any responsibility te update any forward-looking statement provided in this Form 10-K,

Results of Operations

Operating results have been restated to exclude the results of the Cutting Tools operations, formerly a
component of the Too! Group which has been presented as discontinued operations and also to reflect the exclusion
of the Refuse business which was classified as a discontinued operation in 2005. The Company entered into an
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agreement for the sale of the Cutting Tool operations in December, 2006. The transaction was completed on
January 31, 2007. The assets of the Refuse business were substantially sold in 2006.

Orders and backlog

2006 2005 2004
Analysis of orders:
Total OTQEIS . oo ottt e e $1,230.1  $1,100.5  $1,083.7
Change in orders year overyear ......................... 12.0% 2.0%
Change in US municipal and government orders year over year . . 3.0% 10.0%
Change in US industrial and commercial orders year over year. . . 14.0% {6.0)%
Change in non-US orders yearover year ................... 23.0% (2.0)%

US municipal and government orders increased 3% in 2006 as a result of high demand for sweepers and sewer
cleaners. US industrial and commercial orders increased on continued strength in industrial vacoum trucks and
waterblasters. The substantial increase in non-US orders includes a large fire truck order for Montreal, Canada.
Demand also increased for US exports in the Fire Rescue, Safety and Security Systems, and Environmental
Solutions segments, and for products manufactured in Europe.

US municipal and government orders increased in 2005 primarily due to strong demand for fire apparatus and
vacuum equipment. The decrease in 2005 US industrial and commercial orders was due to a $47 million parking
system contract received in 2004. Excluding this contract, orders rose 10%, largely due to strength in industrial
vacuum trucks and fire apparatus, The decrease in non-US orders in 2005 was primarily due to reduced sales of fire
apparatus and a product line divestiture in the third quarter.

Consolidated results of operations

The following table summarizes the Company’s results of operations and operating metrics for each of the
three years in the period ended December 31, 2006 ($ in millions, except per share amounts):

2006 2005 2004

Netsales ... ... i e e $1.211.6  $1.119.0 $1,0245
Costof sales. ..o i e (927.2) (867.5) (814.3)
Grossprofit ... . o e e 284.4 251.5 210.2
Operating expenses . ... ... ... i e (214.5) (187.1) (180.2)
Restructuring charges . ... ... . o v s —_— 0.7 (7.0}
Operating INCOME . . . ... ... .. i 69.9 63.7 230
Interest eXpense ... ... ... e (25.0) {(23.1) (20.6)
Other income (EXPENSE) . . .. .. ... it e 2.2 0.2 2.9
Income tax benefit (charge}, . ... ... ... ... . ... ... . ..., (8.3) 3.1 6.6
Income from continuing operations . . ... ... ...t 344 439 6.1
Discontinued operations ... ...... . ...t (1.7 (48.5) (8.4)
Net income (10SS) . . ..o ottt e e e $ 227 % 46y % (23)
Other data:

Operating MAargIn . . .. ... e e e 5.8% 5.7% 2.2%

Earnings per share — continuing operations . . .. ........... $ 072 % 091 § 0.3

Year Ended December 31, 2006 vs. December 31, 2005

Net sales increased 8% over 2005 auributable 10 a higher volume of safety and environmental product
shipments and increased pricing across all segments. Operating income increased 10% and operating margins
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increased year over year, on a 13% gross profit increase. Pricing and volume gains overcame higher material and
component costs fo flow through to earnings. Offsetting the increase in gross profit, was an increase in operating
expenses relating to higher sales commissions and selling-related expenses, an increase in stock-based
compensation expense of $3.7 million and Economic Value based incentive achievement, at various levels
throughout the Company, of $2.1 million. Additienally, a gain of $6.7 million from the sale of a product line
reduced operating expenses in 2005.

Interest expense increased 8% from 2005, primarily as a result of higher interest rates and a greater mix of
floating rate debt.

Other expenses include the Company’s share of losses relating to the start-up of the joint venture in China.

The 2006 effective tax rate relating to income from continuing operations increased to 19.4% from a tax
benefit rate of 7.6%. The effective tax rate in 2005 reflected benefits associated with a reduction of reserves
associated with the completion of a multi-year audit of the Company’s US tax returns in the amount of $6.0 million,
a benefit associated with the reconciliation of deferred tax labilities. the effect of tax-exempt municipal income,
benefits associated with the repatriation of foreign earnings enabled under the American Jobs Creation Act, as well
as the completion of other favorable tax reduction strategies. The 2006 rate benefited from the effect of tax-exempt
municipal income and the completion of other favorable tax reduction strategies. Income from continuing
operations decreased as a result of the less favorable tax rate in 2006.

Net income impraved sixfold over the comparable 2005 period. Net income irn 2006 includes an $! 1.7 million
loss from discontinued operations versus a $48.5 million loss in 2005. Discontinued operations in 2006, includes the
prefitable Cutting Tool Operations of the Tool reporting segment, which were sold in January 2007. Also included
in discontinued operations are the 2006 operations of the North American Refuse truck body business operating
under the Leach brand name. Substantially all of the assets of the Leach business were sold during the second half of
2006.

Year Ended December 31, 2005 vs. December 31, 2004

Sales increased 9% in 2005 from 2004 as a result of strength in the fire rescue and vacuum truck businesses and
deliveries against a lasge parking system contract. The Company’s operating income of $63.7 million in 2005
included restructuring charges of $0.7 million as the restructuring activities announced in 2004 were completed.
The increase in income from continuing operations of $37.8 million compared to 2004 reflected the increase in sales
across all groups and ulso lower operating costs in the fire rescue business and lower restructuring costs partially
offset by higher corporate expense and interest expense.

Interest expense increased 12% to $23.1 million in 2005 compared to 2004. This increase was largely due to
higher interest rates.

The Company’s 2005 effective tax rate on continuing operations of (7.6)% reflects a benefit of $6.0 million
primarily due to a reduction in reserves in the second quarter associated with the completion of an audit of the
Company's US tax returns which encompassed the years 1999 — 2003, a $1.6 million benefit recorded to recognize
the differences that existed between the recorded deferred tax liabilities and the amount that should have been
recorded based on an analysis of timing differences between financial reporting and tax reporting, the effect of
tax-exempt municipal income and a $2.5 million benefit in the fourth quarter of 2005 due to the repatriation of
foreign cash balances ussociated with the American Jobs Creation Act; this benefit was realized because a portion of
the repatriated earnings had previously been reserved at higher tax rates.

The net loss for 2005 of $4.6 million included $48.5 million of loss from discontinued operations.
Discontinued operations in 2005 included the North American refuse truck body business, trading under the
Leach brand name, which was classified as a business held for sale at December 31, 2005, and Federal APD do
Brasil, LTDA, where operations were closed in the fourth quarter of 2005.
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Restructuring Charges

The following table summarizes the Company’s restructuring charges by segment for each of the three years in
the period ended December 31, 2006 ($ in millions):

2006 2005 2004
Safety and Security SYSIEMS .. .. .. ... $— $— 55—
Fire ResCUE. . ... . — 09 5.4
Environmental Solutions . .. ... .. 0 e — — —
70 ) — (0.2) 1.2
COTPOrate . ... e — — 04
Total. . oo e $— §07 870

In June 2004, the Company announced the implementation of the first steps of a broad restructuring initiative.
The plan aimed at enhancing the Company’s competitive profile and creating a solid foundation for annual revenue
growth in the high single digits. The measures included improving the profitability of the fire rescue and European
tooling operations, divesting non-strategic business activities and improving the Company’s overhead cost
structure.

The Company clesed its 120,000 square foot production facilities in Preble, New York and consolidated
US production of fire rescue vehicles into its Ocala, Florida operations as of December 31, 2004, The consolidation
was possible because successtul lean manufacturing initiatives reduced manufacturing space requirements in the
Fire Rescue Group, and because of progress made to rationalize and restructure the broad array of vehicle offerings.
The Fire Rescue Group incurred $5.4 million in restructuring charges for the year ended December 31, 2004 and a
further $0.9 million in 2005 bringing the total 10 $6.3 million. This consisted of $2.5 million in real property and
manufacturing equipment impairment, $3.5 miliion in employee severance and related costs and $0.3 million of
other costs,

The Company also reduced the level of tooling production in France transferring some production to its
Portugal facility, which began operations in 2003, The transfer was part of a broader plan to reduce fixed overhead
and shift the manufacturing footprint to lower-cost locations. The Tool Group incurred $1.2 million in restructuring
costs for the year ended December 31, 2004 and recorded a gain of $0.2 million against restructuring costs in 2005
due to a better than expected salvage value for manufacturing equipment. The total of $1.0 million consisted of
severance for terminated employees.

The Company’s corporate office incurred $0.4 million in restructuring charges for the year ended December 31,
2004: these costs related to outside services directly attributable to the restructuring plan.

The 2004 restructuring plan was complete as of December 31, 2005.

Safety and Security Systems Operations

The following table presents the Safety and Security Systems Group’s results of operations for each of the three
years in the period ended December 31, 2006 (3 in millions):

2006 2005 2004
Total orders ... ... $305.5  $259.5  $294.7
US orders . ... e 184.9 164.8 199.4
Non-USorders .. ... ... . e 120.6 94.7 95.3
Net sales. . ... e et 304.5 276.5 247.4
OPerating iNCOME . . . . o it it e e it e et 41.2 45.0 335
Operating MATZIN . ..ot et et 13.5% 16.3% 13.5%

Orders improved 189 in 2006 over the comparable period in 2005 with strength across all major product lines,
including industrial signaling and communications, hazardous area lighting, police products, warning systems, and
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parking systems. Net sales increased 10% over 2005, on increased volumes across all product lines, with the
exception of airport parking systems, and despite the absence of $8 million of revenue from two industrial lighting
product lines which were divested in the third quarter of 2003,

The operating income decline of 9% and the lower reported operating margin resulted trom the inclusion of a
$6.7 million gain on the sale of the industrial lighting product lines in the prior year comparable period. Excluding
the gain, and the operations of the disposed product lines, the operating margin increased slightty, on higher sales
volume and improved pricing, offset by higher compensation-related charges.

Orders decreased 12% in 2005 largely due to a $47 million airport parking system order received in 2004,
Excluding that order, an overall order increase of 5% was achieved due to strong demand in US industrial and
commercial sectors. Full year revenues increased 12% in 2005 due to deliveries against the large airport parking
system contract and strength in police products, electrical products and oil and mining related hazardous lighting
products.

Operating income in 2005 included a $6.7 million gain on the sale of two industrial lighting product lines. The
remainder of the income increase, compared with 2004, was largely due to the increased sales.
Fire Rescue Operations

The following table presents the Fire Rescue Group's results of operations for each of the three years in the
period ended December 31, 2006 (3 in millions):

2006 2008 2004
Total orders .. ... e e $365.0 $3547 $3558
US OFders . o oo e e e e 199.3 2347 211.9
Non-US orders . ... e e 165.7 120.0 143.9
Net smles. . . e e 384.8 371.2 360.9
Operating incorae {loss) . ... ... .. i 0.8 2.3 (23.9)
Operaling MAargin . ... . vt e et e 1.8% 0.6% (6.6)%

Orders improved 3% over 2005, on strong aerial product demand in the Bronto articulated aerial apparatus
business, particularly in the European and Asian markets as these platforms increasingly displace traditional
ladders. The decline in US orders reflects effects of continuing changes in the Company’s dealer channel structure
and policies. Sales increased 4% over the same period in 2005, on higher realized pricing across all product lines
mainly due o pricing actions taken in 2005 to recover escalating material costs, and due to currency translation on
non-USD orders. Partially offsetting these increases was the adverse impact of lower shipments from the Ocala
production facility.

The operating income increase includes a $1.6 million benefit from the recovery of costs from certain suppliers
relating to a large contract substantially completed in 2004. The benefit was partially offset by $1.0 million of costs
incurred for the closure of a production facility in Red Deer, Alberta. The facility was sold in December, 2006.
Excluding the effect of these events, operating income increased 170%, and operating margins improved to 1.6%.

Orders were essentially flat in 2005 compared to 2004. US municipal fire truck demiand was strong throughout
the year: however this increase was offset by lower international orders. Revenue rose 3% to $371.2 miilion and
operating margin recovered to 0.6% due to performance improvements in the Ocala, Florida operation, lower
restructuring charges and the realization of the benefits of the 2004 restructuring. Operating margin for 2004 of
(6.6)% included the $10.6 million loss recorded on the multi-year contract for fire apparatus in the Netherlands.
Results in 2005 also included $0.9 million in restructuring charges.
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Environmental Solutions Operations

The following table presents the Environmental Solutions Group’s resuits of operations for each of the three
years in the period ended December 31, 2006 ($ in millions):

2006 2005 2004
Total Orders .. ... e $437.2  $361.9 $311.2
USorders. ... .. e 333.6 268.1 2338
Non-USorders . . ... ... 103.6 93.8 719
Netsales. ... 399.4 347.7 294.6
Operating iNCOME . . .. ...t e e e e e 7.1 289 25.2
Operaling Margin . ... ... e e 9.3% 8.3% 8.6%

Orders increased 219 over 2003, showing strength and improvement across al) product lines, most notably in
street sweepers and vacuum trucks. Sales increased 15% over the prior year on volume strength, higher pricing to
offset increases in material and component costs and favorable currency movement.

Operating income increased 28% over the prior year. The operating margin benefited from the flow through of
increased product demand and pricing and an improvement in production cost absorption, offset by elevated
operating costs incurred from executing growth initiatives, including advancing the ERP system implementation,
global expansion, and new product development.

In 2005, full year orders of $361.9 million increased 16% with increases at all operations. US vacuum truck
and sewer cleaner orders were strong throughout the year. Higher sweeper volumes were the primary driver of the
21% increase in non-US orders. Revenue of $347.7 million was up 18% over 2004 primarily due to increased
shipment volumes and higher pricing. Price increases were implemented in late-2004 and early-2005 to offset
escalating raw material costs. Operating income increased primarily due to the increase in sales. The full year
operating margin for 2005 declined to 8.3% from 8.6% in 2004 as a result of expenses related to a China joint
venture initiated in the year and costs related to the progression of an enterprise business system implementation.

Tool Operations

The following table presents the Tool Group's results of operations for each of the three years in the period
ended December 31, 2006 (3 in millions):

2006 2005 2004
Total orders . ... .. e e $1224 %1244 51220
US Orders . e e e e e e £2.6 82.5 §0.4
Non-US orders . ... . e 398 41.9 41.6
Nt SIS, « o o e e e 122.9 123.6 121.6
OPerating MCOMIE .« . .o ittt e e i 8.2 11.3 9.9
Operating Margin . . ..... .. i 6.7% 9.1% B.1%

Segment results have been restated to exclude the results of the Cutting Tools Operations, which have been
presented as discontinued operations. The Company entered into an agreement for the sale of the Cutting Tool
operations in December, 2006. The transaction was completed on January 31, 2007 for a gain of approximately
$25 million.

US orders remained flat in 2006, and non-US orders contracted marginally. Sales were similarly impacted. All
businesses continue to feel the impact of a weak automotive market and softness in the US housing market.
Operating income declined 27% partially as a result of approximately $0.9 million of costs associated with a
voluntary workforce reduction at the Dayton, Ohio plant in 2006. In addition, a business system conversion
implementation error identified in 2006 resulted in approximately $1.5 mitlion of incremental costs associated with
lost productivity during the first half of 2006. These events affected the operating margin by 2.4 percentage points,
and have since been satisfactorily resolved.
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US orders increased 2% in 2005 due mainly to price increases. A stronger US industrial economy was offset by
the weak automoebile market. Sales were relatively flat in both US and non-US markets in 2005 compared to 2004.
The operating income increase of $1.4 million in 2005 was primarily due to tower restructuring costs. The group
incurred $1.2 miltion of restructuring charges in 2004 and recorded a $0.2 million gain in 20035,

Corporate Expense

Corporate expenses totaled $23.4 million in 2006 and $23.8 million in 2005 and $21.7 million in 2004. The 2%
decrease in 2006 reflects lower expenses associated with firefighter hearing loss litigation and lower bad debt
expenses relating to leasing activities, offset by higher compensation-related costs, particularly stock option
expense of $1.3 million, as the Company began expensing stock options in 2006 as required under FASB Statement
No. 123(R). In 2005, corporate expenses increased 10%, reflecting higher expenses associated with incentive
compensation and salaries associated with improved eamnings and an increased headcount. In 2005, incentive
compensation included only bonuses and restricted stock awards.

Legal Matters

The Company has been sued by over 2,500 firefighters in numerous separate cases alleging that exposure to the
Company’s sirens impaired their hearing. The Company has successfully defended itself in over 40 similar cases
and contests the allegations. The Company continues to aggressively defend the matter. For further details regarding
this and other legal matters, refer to Note 13 in the financial statements included in Item 8 of this Form [0-K.

Financial Services Activities

The Company maintained an investment of $158.9 million and $169.2 mitlion at December 31, 2006 and 2003,
respectively in lease financing and other receivables that are generated primarily by its Fire Rescue and
Environmental Solutions customers. The decrease in leasing assets primarily resulted from early loan payoffs,
and the continued runoff of the industrial leasing portfolio resulting from the Company’s decision in 2001 to no
longer extend new leases to industrial customers. Financial services assets generally have repayment terms ranging
from one to ten years. These assets are 94% leveraged as of December 31, 2006 and 2005, consistent with their
overall quality; financial services debt was $149.0 million and $158.9 million at December 31, 2006 and 2005,
respectively.

Financial revenues totaled $8.2 million, $9.6 million and $12.1 million i 2006, 2005 and 2004, respectively.
The decline in 2006 and 2005 reflects the sale of a portion of the Company’s industrial leasing portfolio and lower
financings of municipal product sales.

Financial Condition, Liquidity and Capital Resources

During each of the three years in the period ended December 31, 2006, the Company utilized its cash flows
from operations to pay cash dividends to shareholders and to fund sustaining and cost reduction capital needs of its
operations. Beyond these uses, remaining cash was used to pay down debt, to repurchase shares of common stock
and to make voluntary pension contributions.



The Com.pany's cash and cash equivalents totaled $19.3 million, $91.9 million and $14.9 million as of
December 31, 2006, 2005 and 2004, respectively. The following table summarizes the Company’s cash flows for
each of the three years in the period ended December 31. 2006 ($ in millions):

2006 2005 2004
Operating cash flow ... ... .. .. $297 $706 §$525
Dividends . .. ... . e e (11.5) (13.5) (19.3)
Capital expenditures . . .. ... ... . L (18.2) (16.6) (19.4)
Purchases of treasury stock .. ... ... L e (12.1) (5.0) —
Borrowing activity, NEE . . . .. .. . e (60.5) 249 (62.4)
All Other, BEt . . e o i6.6 535
Increase (decrease) incash .. ... . .t $(72.6) $770 § 49

Cash flow from operations decreased by $40.9 million in 2006 from 2005. The lower cash flow was driven by
increases in working capital requirements to support high year-end sales; additional outsourcing to support higher
sewer cleaner and aerial device production levels; and inventory pre-buying ahead of 2007 changes in US engine
emission regulations; and an $11.5 million contribution to the Company's pension plans compared to $7.7 million in
2005.

Operating cash flow increased by $18.1 million to $70.6 million in 2005 compared to 2004. Income from
operations increased due to improved sales in Environmental Solutions and Safety and Security Systems,
operational improvements in Fire Rescue and lower restructuring costs. Working capital improvements were
the primary reason for the remaining increase.

During 2006, the Company repurchased $12.1 million of stock under a 750,000 stock buy-back program
approved by the Board of Directors, Treasury stock purchases reflect the Company’s policy to purchase shares to
offset the dilutive effects of stock based compensation.

In 2006, the Company disposed of the production facility in Red Deer, Alberta for proceeds of $2.5 million. In
2005, the Company sold four former production facilities and two industrial lighting product lines for total cash
proceeds of $22.0 million. In 2004, the Company disposed of Justrite Manufacturing Company, L.L.C. and
Technical Tooling, Inc. for cash proceeds of $40.1 million and $6.5 million, respectively. In addition, the Company
divested its 54% majority interest in Plastisol B.V. Holdings to the minority partner for $2.5 million in cash and a
note receivable of $0.4 million. The divestitures in 2004 were in conjunction with the Company’s restructuring
initiatives announced in June 2004 and the proceeds are included in the All Other, net line in the preceding table.

At December 31, 2006, $21.8 million was drawn against the Company’s $125 million Amended Credit
Agreement revolving credit line. This credit agreement was amended and increased from $75 million to
$125 million during 2006. The Company borrowed $23.6 million in September, 2006 through the Banc of
America leasing facility. the balance on this facility as of December 31, 2006 was $90.7 million. Also in 2006, a
$65 million private placement note matured and was repaid using a combination of cash flow from operations and
borrowings under the Amended Credit Agreement revolving credit line. The Company was in compliance with all
debt covenants throughout 2006,

In March 2005, the Company entered into a loan agreement secured by certain leases of the E-One business.
For more detail on this loan agreement refer to Note 5 — Debt, contained in this Form 10-K. As of December 31,
2005 the balance on this facility was $91.4 million. At December 31, 2005 there was no balance drawn under the
Company’s revolving credit facility.

In 2004, the Company repaid $62.4 million of debt by utilizing the proceeds from the sale of the three
aforementioned businesses as well as the positive cash flow from operations. In 2004, the Company voluntarily
reduced the size of its revolving credit facility from $250 million to $200 million.

Total manufacturing debt, net of cash, totaled $205.7 million at December 31, 2006, or 35% of total
cupitalization, up from 34% in 2005. At December 31, 2005, total manufacturing debt net of cash was
$184.4 million. The Company believes that its municipal financial services assets, due to their high overall
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quality, are capable of sustaining a leverage ratio of 95% at December 31, 2006. The Company’s
debt-to-capitalization ratio for its financial services activities was 94% at both December 31, 2006 and 2005.
In 2006, 1the Company’s aggregate borrowing capacity was maintained.

Cash dividends decreased to $11.5 million in 2006 from $13.5 million in 2005. The Company declared
dividends of $0.24 per share in 2006 and 2005.

The Company anticipates that its financial resources and major sources of liquidity, including cash flow from
operations and borrowing capacity, will be adequate to meet its operating and capital needs in addition to its
financial commitments.

Contractual Obligations and Commercial Commitments

The following tuble presents a summary of the Company’s contractual obligations and payments due by period
as of December 31, 2006 ($ in millions):

Payments Due by Period

Less than More than
Total 1 Year 2-3 Years 4-5 Years 5 Years
Short-term obligations . . ... ...... ..., .. $ 30.3 $30.3 5 — $ — $ —
Long-termdebt. ..................... 347.1 41.6 107.2 87.2 L11.1
Operating lease obligations .. ... ..., ... 28.3 6.8 9.5 6.6 54
Fuir valve of interest rate swaps. ... .. .... 5.6 0.3 — 2.1 32
Total contractual obligations . ........... $411.3 $79.0 5116.7 $95.9 $119.7

The Company is parly to various interest rate swap agreements in conjunction with the management of
borrowing costs. As of December 31, 2006, the fair value of the Company’s net position would result in cash
payments of $5.6 million. Future changes in the US interest rate environment would correspondingly affect the fair
value and ultimate settlement of the contracts.

The Company also enters into foreign currency forward contracts to protect against the variability in exchange
rates on cash flows of its foreign subsidiaries. As of December 31, 2006, there is no unrealized gain or loss on the
Company's foreign exchange contracts. Volatility in the future exchange rates between the US dollar and Euro and
Canadian dollar will impact final settlement.

The following table presents 1 summary of the Company’s commercial commitments and the notional amount
expiration by period ($ in millions):

Notional Amount Expiration by Period

Less than 2-3 4-5
Total 1 Year Years Years

Financial standby letters of credit. . .. .. ........ ... ... ... $36.4 $35.9 $0.1 0.4
Performance standby letters of credit .. .. ... ... ... L 1.0 1.0 — —
Guaranteed residual value obligations. . ................. .. 2.5 0.1 2.4 —
Total commercial commitments . ... ....... ... ... 0. $39.9 $37.0 $25 304

Financial standby letters of credit largely relate to casualty insurance policies for the Company’s workers’
compensation, automobile, general liability and product liability policies. Performance standby letters of credit
represent guarantees of performance by foreign subsidiaries that engage in cross-border transactions with foreign
customers.

In limited circumstances, the Company guarantees the residual value on vehicles in order to facilitate a sale.
The Company also guaranteed the debt of an independent dealer that sells the Company’s vehicles. The Company
believes its risk of loss is low; no losses have been incurred to date. The inability of the Company to enter into these
types of arrangements in the {uture due to unforeseen circumstances is nol expected to have a material impact on its
financial position, results of operations or cash flows.
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Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. The
Company considers the following policies to be the most critical in understanding the judgments that are involved in
the preparation of the Company’s consolidated financial statements and the uncertainties that could impact the
Company’s financial condition, resuits of operations and cash flows.

Allowances for Doubtful Accounts

The Company performs ongoing credit evaluations of its customers. The Company’s policy is to establish, ona
quarterly basis, allowances for doubtful accounts based on factors such as historical loss trends, credit quality of the
present portfolio. collateral value and general economic conditions. If the historical loss trend increased or
decreased 109 in 2006, the Company's operating income would have decreased or increased by $0.1 million,
respectively. Though management considers the valuation of the allowances proper and adequate, changes in the
economy and/or deterioration of the financial condition of the Company’s customers could affect the reserve
balances required.

Inventory Reserve

The Company performs ongoing evaluations 10 ensure that reserves for excess and obsolete inventory are
properly identified and recorded. The reserve balance includes both specific and general reserves. Specific reserves
at 100% are established based on the identification of separately identifiable obsolete products and materials.
General reserves for materials are established based upon formulas which are established by reference to. among
other things, the level of current inventory relative to recent usage, estimated scrap value and the level of estimated
future usage. Historically, this reserve policy has given a close approximation of the Company’s experience with
excess and obsolete inventory. The Company does not foresee a need to revise its reserve policy in the future.
However, from time to time unusual buying patterns or shifts in demand may cause large movements in the reserve
balance.

Warranty Reserve

The Company’s products generally carry express warranties that provide repairs at no cost to the customer or
the issuance of credit. The tength of the warranty term depends on the product sold, but generally extends from six
months to five years based on the terms that are generally accepted in the Company’s marketplaces. Certain
components necessary to manufacture the Company’s vehicles (including chassis, engines and transmissions) are
covered under an original manufacturers’ warranty. Such manufacturers’ warranties are extended directly to end
customers.

The Company accrues its estimated exposure to warranty claims at the time of sale based upon historical
warranty claim costs as a percentage of sales. Management reviews these estimates on a quarterly basis and adjusts
the warranty provisions as actual experience differs from historical estimates. Infrequently, a material warranty
issue can arise which is outside the norm of the Company’s historical experience; costs related to such issues, if any,
are provided for when they become probable and estimable.

The Company’s warranty cost as a percentage of net sales totaled 1.0% in 2006, 1.1% in 2005 and 1.3% in
2004. The decrease in the rate in 2006 is primarily due 1o operational improvements in the Fire Rescue business.
Management believes the reserve recorded at December 31, 2006 is appropriate. A 10% increase or decrease in the
estimated warranty costs in 2006 would have decreased or increased operating income by $1.3 million, respectively.

Workers®’ Compensation and Product Liability Reserves

Due to the nature of the products manufactured, the Company is subject to product liability claims in the
ordinary course of business. The Company is partially self-funded for workers’ compensation and product liability
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claims with various retention and excess coverage thresholds. When a claim is filed, an initial liability is estimated,
if any is expected, to settle the claim. This liability is periodically updated as more claim facts become known. The
establishment and update of liabitities for unpaid claims, including claims incurred but not reported. is based on the
assessment by the Company’s claim administrator of each claim, an independent actuarial valuation of the nature
and severity of total claims and management’s estimate. The Company utilizes a third-party claims administrator to
pay claims, track and evaluate actual claims experience and ensure consistency in the data used in the actuarial
valuation. Management believes that the reserve established at December 31, 2006 appropriately reflects the
Company’s risk exposure, The Company has not established a reserve for potential losses resulting from hearing
loss litigation (see Note 13); if the Company is not successful in its defense, it will record a charge for such claims,
to the extent they exceed insurance recoveries, at the time a judgment or settlement is made.

Goodwill Impairment

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets”, the Company ceased amortization
of goodwill and indefinite-lived intangible assets effective January I, 2002. SFAS No. 142 also requires the
Company to test these assets annually for impairment; the Company performs this test in the fourth quarter unless
impairment indicators arise earlier. The Company continues to amortize definite-lived intangible assets over their
useful life.

A review for impairment requires judgment in estimated cash flows based upon estimates of future sales,
operating income, wotking capital improvements and capital expenditures. Management utilizes a discounted cash
flow approach to determine the fair value of the Company’s reporting units. If the sum of the expected discounted
cash flows of the reporting unit is less than its carrying value, an impairment loss is required against the unit’s
goodwill.

The annual testing conducted in 2006 and 2005 did not result in any impairment.

Although management believes that the assumptions and estimates used were reasonable, a sensitivity analysis
for each reporting unit is performed along with the impairment test. The analysis indicated that a 5% change in the
operating margin assumption would not have resulted in a goodwill impairment in any group.

Financial Market Risk Management

The Company is subject to market risk associated with changes in interest rates and foreign exchange rates. To
mitigate this risk, the Company utilizes interest rate swaps and foreign currency options and forward contracts. The
Company does not hold or issue derivative financial instcuments for trading or speculative purposes and is not party
to leveraged derivatives contracts.

Interest Rate Risk

The Company inanages its exposure to interest rate movements by targeting a proportionate relationship
between fixed-rate debt to total debt generally within established percentages of between 40% and 60%. The
Company uses funded fixed-rate borrowings as well as interest rate swap agreements to balance its overall fixed/
floating interest rate mix.

Of the Company’s debt at December 31, 2006, 40% was used to support financial services assets; the weighted
average remaining life of those assets is typically under three years and the debt is substantially match-funded to the
financing assets.



The following table presents the principal cash flows and weighted average interest rates by year of maturity
for the Company’s total debt obligations held at December 31, 2006 (S in millions):

Expected Maturity Date Fair

2007 2008 2009 2010 2011 Thereafter Total Value
Fixedrate . ......... $27.8  $351 %251 %252 $252 $68.0 $2064  $210.8
Average interest rate . . 59% 58% 57% 56% 5.5% 5.2% 5.7% -—
Variable rate .. .. .. .. $44.1 $345 3124 3297 $ 72 $43.1 $171.0  $171.0
Average interest rate . . 6.6% 66% 66% 66% 6.6% 6.6% 6.6% —

The following table presents noticnal amounts and weighted average interest rates by expected {contractual)
maturity date for the Company’s interest rate swap contracts held at December 31, 2006 ($ in millions). Notional
amounts are used to calculate the contractual payments to be exchanged under the contract. Weighted average
variable rates are based on implied forward rates in the yield curve at the reporting date.

Expected Maturity Date

2007 2008 2009 2010 2011  Thereafter Total \m:lre
Pay fixed, receive variable. .. $ — $250 $50 350 $— $ — $350 $04
Average payrate.......... — 5.01% 38% 38% — —_ — —
Average receive rate .. ... .. — 54% 55% 55% — — — —
Receive fixed, pay variable .. $13.6 $17.6 $76 376 §7.6 $44.0 $98.0 $(4.6)
Average payrate.......... 84% 80% 7.3% 73% 74% 7.1% — —
Average receive rate . ... ... 64% 6.1% 57% 357% 57% 5.2% — —

See Note § 1o the consolidated financial statements in this Form 10-K for a description of these agreements.

Foreign Exchange Rate Risk

The Company has foreign currency exposures related to buying and selling in currencies other than the local
currency in which it operates. The Company utilizes foreign currency options and forward contracts to manage
these risks.

The following table summarizes the Company’s foreign currency derivative instruments as of December 31,
2006. All are expected 10 settle in 2007. ($ in millions):

Expected
Settlement Date
2007
Average
Notional Contract Fair
Amount Rate Value
Forward contracts:
Buy Euros, sell US dolars . . . ... .. ... . i 517 1.3 5 —
Other CUITERCIBS. . . . .. vttt e e et e e e e 5.5 0.2)
Total forward CONtracts . . . ... ... it i e it et ia e 7.2 {0.2)
Options:
Buy US dollars, sell Euros . . ... ... oo 84 1.2 —
Total foreign currency derivatives. . .. ... . ..o ... $15.6 $0.2)

See Note 8 to the consolidated financial statements for a description of these agreements. All of these
derivative instruments qualify for hedge accounting treatment.
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Forward exchange contracts are recorded as a natural hedge when the hedged item is a recorded asset or
liability that is revalued each accounting period, in accordance with SFAS No. 52, “Foreign Currency Translation”.
For derivatives designated as natural hedges, changes in fair values are reported in the “Other income (expense)”
line of the Consolidated Statements of Operations.

Other Matters

The Company has a business conduct policy applicable to all employees and regularly monitors compliance
with that policy. The Company has determined that it had no significant related party transactions in each of the
three years in the period ended December 31, 2006.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

The information <ontained under the caption Financial Market Risk Management included in ttem 7 of this
Form 10-K is incorporated herein by reference.

Item 8. Financial Siatements and Supplementary Data.
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REPORYT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors
of Federal Signal Corporation

We have audited the accompanying consolidated balance sheets of Federal Signal Corporation and subsidiaries
as of December 31, 2006 and 2005, and the related consolidated statements of operations, shareholders” equity and
cush flows for each of the three years in the period ended December 31, 2006. Qur audits also included the financial
statement schedule listed in the Index at Item 15(a). These financial statements and schedule are the responsibility
of the Company's management. Our responsibility is to express an opinion on these financial statements and
schedule based on our audits,

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those: standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred 1o above present fairly, in all material respects, the
consolidated financial position of Federal Signal Corporation and subsidiaries at December 31, 2006 and 2005,
and the consolidated results of their operations and thelr cash flows for each of the three years in the period ended
December 31, 2006, in conformity with US generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a whole,
presents fairly in all material respects the information set forth therein.

As discussed in Note | to the consolidated financial statements, effective January 1, 2006, the Company
adopted Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-Based Payment™ and,
effective for the fiscal year ended December 31, 2006, the Company adopted certain provisions of Statement of
Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans™.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of Federal Signal Corporation’s internal control over financial reporting as of
December 31, 2004, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 20, 2007

expressed an unqualified opinion thereon.
M Y MLLP

Chicago, [llinois
February 20, 2007

27




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors
of Federal Signal Corporation

We have audited management’s assessment. included in ltem 9A¢b) of the accompanying Form 10-K. that Federal
Signal Corporation maintained effective internal control over financial reporting as of December 31, 2006, based on
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (the COSOQ criteria). Federal Signal Corporation’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of intermal
control over financial reporting. Our responsibility is to express an opinion on management’s asscssment and an opinion
on the effectiveness of the Company’s internal control over financial reperting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of intemal control, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A Company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A Company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the Company: (2) provide reasonable
assurance that transactions are recorded as necessary 1o permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the Company are being made
only in accordance with authorizations of management and directors of the Company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use. or disposition of the
Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that Federal Signal Corporation maintained effective internal
control over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the
COSO criteria. Also, in our opinion, Federal Signal Corporation maintained. in all material respects, effective
internal control over financial reporting as of December 31, 2006, based on the COSO criteria,

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States). the consolidated balance sheets as of December 31, 2006 and 2005, and the related consolidated
statements of operations, shareholders’ equity and cash flows for each of the three years in the period ended
December 31, 2006 of Federal Signal Corporation and our report dated February 20, 2007, expressed an unqualified

opinion thereon.
émt Y MLLP

Chicago. lllinois
February 20, 2007
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FEDERAL SIGNAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,
2006 2005
(% in millions)

ASSETS
Manufacturing activities:
Current assets
Cash and cash equivitlenls . .. . L. ..o e e $ 193 $ 919
Accounts receivable, net of allowances for doubtful accounts of $3.0 million and $2.6 million,

FESPECHIVELY o ot e e e 192.1 165.1
Inventorics — NOIE 2 L . L e 174.2 153.0
OhCT CUITCIIL ASSCIS o 4 v v v o v v e e e e e e ettt bt a s mm e et et b e e s 33.2 24.6
TOD CUMTEIL ASSCIS  « v v v v o e v v v e e e et e e e e e 4188 434.6

Properties and equipmant — Note 3 . ... oo 85.7 81.6
Other assets
GoOdWIll — NOE 16, & o v v vt e e e e e e et e e e 3106 307.3
Other deferred charges and 85SCHS . . .00 oot i e 17.6 39.1
Total ManulaCtuRNg GSSEIS . . . . L it e e e 8327 862.6
Assets of discontinued operations — Note 11, . oL L0 o 57.8 87.7
Financial services activities — Leasce financing and other receivables, net of allowances for doubtful
accounts of $4.0 million and $3.9 million, respectively, and net of uncarned finance revenue — Note 4 . . 158.9 169.2
TOLAL ZSSEES & . v v oo et e e e e e e e e e e e e e $1,049.4 811195

LIABILITIES AND SHAREHOLDERS’ EQUITY
Manufacturing activities:
Current liahilitics

Short-term borrowings — Note 5. ... . . e $ 303 $ 66
Current portion of long-term borrowings —Note 5 . ... . o i 34.4 66.0
Accounts payable . . . ... e 90.0 73.7
Accrued liabilities
Compensation and withholding taxes . ... .. ... . o e 36.0 340
Customer deposits . . ... oot e e 23.0 33.0
717 P 60.2 60.7
Total current liabilities . . . o o e 2739 2740
Long-term borrowings — NOW 5 . . .. . ... e 160.3 2037
Long-term pension and other liabilities . ... ... ... . 279 50.5
Deferred income taxes — NOWE 6 . .. oo e 20.7 16.3
Total manufacturing liabikities .. ... ... 482.8 544.5
Liabilities of discontinued OPeralions . .. ... e 31.2 39.8
Financial services activities — Borrowings — Note 5. . . .. ... ... ... o o 149.0 158.9
Total HBabtlilies . . . o0 ottt e e e e e e 663.0 7432

Sharcholders’ equity — Notes 9 and 10
Common stock, $1 par value per share, 90.0 million shares authorized, 49.1 million and 48.8 million

shares issued, PespeClively . . oo oo e e s 49.1 48.8
Capital inexcess of par value . .. ... .. ... 99.8 98.2
Retiined GAMIMES . . . . oottt it e e e e e 290.7 27189
Treasury stock, |5 million and .7 million shares, respectively, atcost .. ... . ... o 30.1) (18.1)
Deferred Stock awards . ..« oo ot e e — (4.8)
Accumulated other comprehensive (JoS8) . .. . oo o o {23.1) (26.7)
Total shareholders™ equily . . . .. oL e 386.4 376.3

Total liabilities and sharcholders” equity . . . . . ... L i e s $1.049.4  $1.1195

See notes to consolidated financial statements.
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FEDERAL SIGNAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended December 31,

2006 2005 2004
(% in millions, except per share data)
Net S8 . o o et e e e, 31,2116 31,1190 $1,0245
Costs and expenses
Costof sales .. ... . 927.2 867.5 814.3
Selling, engineering, general and administrative ... ................ 214.5 193.8 180.2
Gainon saleof product line. . ... ... .. ... . o oot — (6.7 —
Restructuring charges. . .. .. .. ... o L i e — 0.7 7.0
Operating INCOMIE . .. ...ttt et e iai e aans 69.9 637 23.0
Interest eXPense. . .. ... i e 25.0 23.1 20.6
Other INCOME (EXPENSE) . . o ottt it e e et (2.2) 0.2 (2.9
income (loss) before income taxes . . .......... .. . ... 42.7 40.8 (0.5)
Income tax benefit (charge) —Note 6 .. .... ... .. ... ... .. .o L. (8.3) 3.1 6.6
Income from continuing operations . ... ............. ., 34.4 439 6.1
Discontinued operations — Note 11:
Loss from discontinued operations and disposal, net of tax (benefit)
charge of $(2.0) million, $(11.5) million and $3.7 million,
respectively . ... e e (L1.7) (48.5) (84)
Net income (10SS) . .. ..o vr i e iaeeee e e $ 227 % 46 3 23
Basic and diluted earnings (loss) per share
Earnings from continuing operations. . . . ...........couiarenaa.. 5 072 $ 091 $ 013
Loss from discontinued operations and disposal, net of taxes. .. ... .. {0.25) (1.01) (0.18)
Net earnings (loss) pershare . ... ... .. ... ... ... ... .. ..., $ 047 § (0.10) $ (0.09)

See notes to consolidated financial statements.
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FEDERAL SIGNAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Common Capital in Accumulated
Stock Excess of Deferred Other
Par Par Retained  Treasury Stock Comprehensive
Value Value Earnings Stock Awards Loss Tutal
($ in millions)
Balanve a1 December 30,2003, . ... ... oo oL $43.4 $91.9 £317.4 $(14.8) 5(2.3) $(18.1) $422.5
Comprehensive income:
LT 1 {2.3) 2.3
Foreign curreney translation. . . ..ol 0.3 6.8
Unrealized gains on derivatives, net of $1.2 million lax
BXPONSC .+ . ottt e e 1.9 19
Comprehensive inCOME . .. .o oo oo 6.4
Cash dividends declared. ... ... ... . oL (19.3) (19.3)
Compensation pians:
Exercise of stock options . . . .. ... ... L 0.1 0.4 0.5
Stock awards granted . ... ... oo 0.2 29 0.l 3.2) —
Related tax benelits . .. ..o oot e o 0.5 0.5
Amortization of deferred stock awards . . ... L. 1.0 1.0
ORET . oot e e (©.1) (1.3) 4 11
Balance at December 31,2004 . ... ... ... 48.6 94.4 2958 (13.6) 30 9.4) 412.7
Comprehensive income:
1 T (4.6) (4.6)
Foreign currency translation. . ... .. ... .. L. (2.9 (8.9)
Unrealized gains on derivanives, net of $0.3 million tax
EXPETISE . ot ta vt e e 0.5 0.5
Minimum pension liability, nct of $5.3 million lax
Benelil . o e e e (8.9) {8.9)
Comprehensive loss ..., oo oo oo (21.9)
Cush dividends declared . . .. . . . ... oo {11.0) {11.6)
Compensation plans:
Excrcise of stock options . . . . ... ... oL 0.3 0.3
Stock awards granted . . .. .. ... ... 0.2 4.7 (0.1} (4.8) —_
Amortization of deferred stock awards. . . ... ... ... 2.1 2.1
Treasury stock:
Purchases . ..o e e e e 5.0 (5.0)
OIREE .\ oot eee e e e e (1.2) 0.7) 06 10 (0.3)
Balance at December 31,2005 .. .. .. .o L, 48.8 98.2 2789 (18.1) “4.8) (20.7) 376.3
Comprehensive loss:
Netineome . . ... ..t it a e me e 227 227
Foreign currency translation. . . ... oo oo e n 10.0 10.0
Unreatized losses on derivatives, net of $1.3 million tax
benelil. . ..o s (2.2} (2.2)
Minimum pension liability, net of $2.3 million tux
CXPEIISC o v v v v o v e m o s e b e e s 40 4.0
Comprehensive income:. .. ... 345
Adjustments to adopt SFAS 158, net of $4.8 million tax
benefil ..o e e (8.2) (8.2)
Cash dividends declared. . . ... .. . ..o o (11.5) (11.5)
Reclassification of deferred stock awards. .. ... ... ... 4.8) 4.8 —
Compensation plans:
Exercise of stock aptions . .. ... ... ... ..., 0.5 0.5
Related excess lux benefies .. ... ... . . ..., 03 0.3
Stock-based comgensation:
Awards and OpUONS . .. Lo 0.3 55 5.8
Treasury stock:
PUTCRESES .« o o ot et e e e e e {21 (12.1)
107117 0.1 0.6 0.1 - 0.8
Balance at Decembar 31,2006 ... .. ... .. $49.1 $949.8 $290.7  $(30.1y 5§ — $(23.1) $386.4

See notes to consolidated financial statements.
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FEDERAL SIGNAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended
December 31,

2006 2005 2004
($ in miltions)

Operating activities

Netineome (loSS). . . o e e $ 227 3 (46 35 (2.3

Adjustments to reconcile net income (loss) to net cash provided by operating activitics:
Loss on discontinued operations and disposal. .. ... .. . . oo o oo 1.7 48.5 8.4
Non-cash restructuring Charges. . . ... ..o it e e — 0.3 7.1
Gainon sale of product line. . .. ... ... e — (6.7) —
Loss 0N JOINL YeNIUTE . . . . . L e e 22 — —
Gain on sale of propertics and ecquipment . . ... .. ... L e (1.4) (2.3 -
Loss on minority interest divestitare . . .. .. e — 29
Depreciation and amortizalion . ... ... o e e e 17.9 18.2 16.2
Stock option and award compensation EXpense . . ... ... 58 2.1 1.0
Provision for doubtful accounts . ... . L e e e (1.4) 2.3) 33
Deferred INCOME LAXES . . . .ottt et ittt it et e e e et e et 2.7 (39.7) 9.9

Changes in operating assets and liabilities, net of effects from acquisitions and dispositions
of companics

ACCOUNIS TeCCIVADIE . L . L e e {21.2) 15.1 (6.9
IVCRLOTICS & oot v e ot e e et e e e et e e e e e e e e e e e e (15.8) 4.3 (5.0
OLRET CUITERE O88CLS .+ v v v v v e e et et e et e et et e e e e e et e e e e e s (1.3) (3.4 7.6
Lease financing and other receivables ... ... ... 10.4 272 31.0
Accounts payable .« .. e 14.3 4.6 3.5
Customer deposits . . .. L oL e (10.8) 9.2 2.8
Accrued HabilHeS . . . .. . e e 2.1 0.1 56
INCOMC TAXES © v o o v e e e e et e e e e e e e e e e e e e et e e e e e e s 23 0.5 (34.6})
Pension contributions . . . .ot e e e e e e (11.3) (7.1 (5.2)
ORer .« o e e s 5.7 6.7 1.7
Net cash provided by continuing eperating activilies . ... ... ... .. oo 25.0 69.9 49.0
Net cash provided by discontinued operating activities . .. ... . oo oo e 4.7 0.7 35
Net cash provided by operiting activities . ..o 29.7 70.6 52.5
Investing activilies
Purchases of propertics and equipment . ... .. L e (18.2) (16.6)  {(19.4)
Procceds from sales of properties and equipment .. ... .. ..o o L L oL 2.5 10.1 —
Proceeds from sale of product line ... .. . .o o e — 11.9 —_
Investment in JUINT VEIIUIC . .ot e e v e ee e (1.5) 0.7} —
L0717 R T O G AU (1.4) (1.2} 55
Net cash provided by (used for) continuing investing activities ... ... ... oot (18.6} 35 (139
Net cash provided by {used for) discontinued investing activities . .. . .......... ... ..., (0.7 (4.2) 48.0
Net cash provided hy (used for) investing aclivities . .. ... o v (19.3) (0.7) 34.1
Financing activities
Increase (reduction) in short-term borrowings, net .. ... ... ... . . o L. 23.7 538 (36.3)
Procecds from issuance of long-term borrowings ... ... oo oo oo 23.6 104.2 —
Repayment of Jong-term bOTOwWINgS . . ... oo oo i s (107.8) (1331 (26.1)
Purchases of treasury S10CK . oo o0 oo u i (12.1) (5.0) —
Cash dividends paid to shareholders . ... .. .. . o (11.5) (13.5) (19.3)
Other, ICL . . . e e e e s 1.1 (.7 —
Net cash provided by (used for) continuing finaneing activities . ... ... . o oo (83.00 7.1 &1L
Net cash used for discontinued financing activities. .. ... ... ... .. . Lo o — — —
Net cash provided by (used for) financing activilies . . ... ... .. oo (83.0) 7.1 (81.7)
Increase (decrease) in cash and cash equivalents .. ... . o oo (72.6) 77.0 49
Cash and cash cquivalents o beginning of year . ... .. .. ... o o oo 919 14.9 10.0
Cash and cash equivalents atend of year ... .. ... ... ... . L $ 193 % 919 $ 149

See notes to consolidated financial statements.

32




FEDERAL SIGNAL CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
($ in millions, except per share data)

NOTE 1 — SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation: The consolidated financial statements include the accounts of Federal Signal
Corporation and all of its subsidiaries. All significant intercompany balances and transactions have been eliminated.

Changes in presentation of statements of operations:  In 2006, the Company began classifying certain selling,
general and administrative expenses in cost of sales. This reclassification is reflected in all periods presented. The
impact of this reclassification resulted in an increase in cost of sales, and corresponding decrease in selling,
engineering, general and administrative expenses, of $26.2 million, $26.7 million and $24.7 million in each of the
three years in the period ended December 31, 2006.

Reclassifications:  Certain balances in 2005 and 2004 have been reclassified to conform to the 2006
presentation. Included with the reclassifications are restatements for discontinued operations. The discontinued
operations arise out of the Safety and Security Systems, Environmental Solutions and Tool segments.

Cash equivalents:  The Company considers all highly liquid investments with a maturity of three-months or
less, when purchased, to be cash equivalents.

Accounts receivable, lease financing and other receivables and allowances for doubiful accounts: A
receivable is considered past due if payments have not been received within agreed upon invoice terms. The
Company’s policy is generally to not charge interest on trade receivables after the invoice becomes past due, but to
charge interest on lease receivables. The Company maintains allowances for doubtful accounts for estimated losses
resulting from the inability of its customers to make required payments on the outstanding accounts receivable and
outstanding lease financing and other receivables. The allowances are each maintained at a level considered
appropriate based on historical and other factors that affect collectibility. These factors include historical trends of
write-offs, recoverizs and credit losses; portfolio credit quality; and current and projected economic and market
conditions. If the financial condition of the Company’s customers were to detertorate, resulting in an impairment of
the ability to make payments, additional allowances may be required.

Inventories: The Company's inventories are stated at the lower of cost or market. At December 31, 2006 and
2005, approximately 57% of the Company’s inventories were costed using the FIFO method, respectively. The
remaining portion of the Company s inventories is costed using the LIFO (last-in, first-out) method. Included in the
cost of inventories are raw materials, direct wages and associated production costs.

Properties and depreciation: Properties and equipment are stated at cost. Depreciation, for financial
reporting purposes, is computed principally on the straight-line method over the estimated useful lives of the
assets. Depreciation ranges from 8 to 40 years for buildings and 3 to 15 years for machinery and equipment.
Leasehold improvements are depreciated over the shorter of the remaining life of the lease or the useful life of the
improvement. Property, plant and equipment and other long-term assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount may not be recoverable. If the sum of the
expected undiscounted cash flows is less than the carrying value of the related asset or group of assets, a loss is
recognized for the difference between the fair value and carrying value of the asset or group of assets. Such analyses
necessarily involve significant judgment.

Intangible assets:  Intangible assets principally consist of costs in excess of fair values of net assets acquired
in purchase transactions. These assets are assessed yearly for impairment in the fourth quarter and also between
annual tests if an event occurs or circumstances change that would more likely than not reduce the fair value of a
reporting unit below its carrying amount. Definite lived intangible assets are amortized using the straight-line
method.

Stock-based compensation plans: On December 16, 2004, the Financial Accounting Standards Board
(FASB) issued FASB Statement No. 123 (revised 2004), Share Based Payment, which is a revision of FASB
Statement No. 123, Accounting for Stock Based Compensation. Statement 123(R) supersedes APB Opinion No. 25,
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Accounting for Steck Issued to Employees and amends FASB Statement No. 95, Statement of Cash Flows.
Generally. the approach in Statement 123(R) is similar to the approach described in Statement 123. However,
Statement 123(R) requires all share-based payments to employees. including grants of employee stock options, to
be recognized in the income statement based on fair values. Pro forma disclosure is no longer an alternative.

In April 2005. the Securities and Exchange Commission (“SEC™) issued a release that amended the compliance
dates for Statement 123(R). In compliance with the SEC’s rule. the Company has applied Statement 123(R} as of
January 1, 2006.

The Company has various stock-based compensation plans, described more fully in Note 9. Prior to January 1.
2006, as permitted by Statement 123, the Company accounted for these plans using the intrinsic value method of
APB Opinion No. 25. Stock compensation expense refected in net income prior to January 1, 2006 related to
restricted stock awards which vested over four years through 2004 and three years beginning in 2005. With regard 10
stock options granted, no stock-based employee compensation expense was reflected in net income (loss) prior o
January 1, 2006, as all options granted under those plans had an exercise price equal to the market value of the
underlying common stock at the date of grant which was the measurement date.

The Company has adopted Statement 123(R) using the modificd prospective method in which compensation cost is
recognized (a) based on the requirements of Statement 123(R) for all share-based payments granted after Junuary 1,
2006 and (b) based on the requirements of Statement 123(R) for all awards granted to employees prior to Junuary 1,
2006 that remained unvested on January 1, 2006. The fair value of options is estimated using a Black-Scholes option
pricing model. Results for prior periods have not been restated.

Accordingly. the adoption of Statement 123(RY's fair value method has reduced the Company's income before taxes
by $2.3 million and net income by $1.5 million in the year ended December 31, 2006. Had we adopted
Statement 123(R} in prior periods, the impuct of that standard would hiave approximated the impact of Statement 123
as deseribed in the disclosure of pro forma net income and carnings per share in Note 9.

Statement [23(R) also requires the benefits of tax deductions in excess of recognized compensation cost to be
reported as a financing cash flow, rather than as an operating cash flow. This requirement decreased net operating
cash flows and increased net financing cash flows by $0.3 million in the year ended December 31, 2006. The
amount included in operating cash flows recognized for such excess tax deductions was $0.3 million and
$0.5 million in the years ended December 31, 2005 and 2004, respectively.

Use of estimates:  The preparation of financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimutes.

Warraniy:  Sales of many of the Company’s products carry express warranties based on the terms that are
generally accepted in the Company’s marketplaces. The Company records provisions for estimated warranty at the
time of sale based on historical experience and periodically adjusts these provisions to reflect actual experience.
Infrequently, a material warranty issue can arise which is beyond the scope of the Company’s historical experience.
The Company provides for these issues as they become probable and estimable.

Product liability and workers’ compensation liabititv:  Due to the nature of the Company’s products, the
Company is subject 1o claims for product liability and workers” compensation in the normal course of business. The
Company is self-funded for a portion of these ciaims. The Company establishes a reserve using a third-party actuary
for any known outstanding matters, including a reserve for claims incurred but not yet reporied.

Financial instruments:  The Company enters into agreements (derivative financial instruments) to manage
the risks associated with interest rates and foreign exchange rates, The Company does not actively trade such
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instruments nor enter into such agreements for speculative purposes. The Company principally utilizes two types of
derivative financial instruments: 1) interest rate swaps 1o manage its interest rate risk. and 2} foreign currency
forward exchange and option contracts to manage risks associated with sales and expenses (forecast or committed)
denominated in foreign currencies.

On the date a derivative contract is entered into, the Company designates the derivative as one of the following types
of hedging instruments and accounts for the derivative as follows:

Fair value hedge: A hedge of a recognized asset or liability or an unrecognized firm commitment is declared
as a fair value hedge. For fair value hedges. both the effective and ineffective portions of the changes in the fair value
of the derivative, along with the gain or loss on the hedged item that is attributable to the hedged risk. are recorded in
earnings and reported in the consolidated statements of operations on the same line as the hedged item.

Cash flow hedge: A hedge of a forecast transaction or of the variability of cash flows to be received or paid
related to a recognized asset or liability is declared as a cash flow hedge. The effective portion of the change in the
fair value of a derivative that is declared as a cash flow hedge is recorded in accumulated other comprehensive
income. When the hedged item impacts the statement of operations, the gain or loss previously included in
accumulated other comprehensive income is reported on the same line in the consolidated statements of operations
as the hedged item. In addition, both the fair value of changes excluded from the Company’s effectiveness
assessments and the ineffective portion of the changes in the fair value of derivatives used as cash flow hedges are
reported in selling, general and administrative expenses in the consolidated statements of operations.

The Company formally documents its hedge relationships, including identification of the hedging instruments and
the hedged items, as well as its risk management objectives and strategies for undertaking the hedge transaction.
Derivatives are recorded in the consolidated balance sheets at fair value in other assets and other liabilities. This
process includes linking derivatives that are designated as hedges of specific forecast transactions. The Company
also formally assesses, both at inception and at least quarterly thereafter. whether the derivatives that are used in
hedging transactions are highly effective in offsetting changes in either the fair value or cash tlows of the hedged
item. If it is determined that a derivative ceases to be a highly effective hedge, or if the anticipated transaction is no
longer likely to occur, the Company discontinues hedge accounting, and any deferred gains or losses are recorded in
selling, general and administrative expenses. Amounts related to terminated interest rate swaps are deferred and
amortized as an adjustment to interest expense over the original period of interest exposure, provided the designated
liability continues o exist or is probable of occurring.

Earnings (loss) per share:  Basic earnings (loss) per share is computed by dividing net income (loss} by the
weighted average common shares outstanding, which totaled 48.0 million, 48.2 million and 48.1 million for 2006,
2005 and 2004, respectively. Diluted earnings (loss) per share is calculated by dividing net income (loss) by the
weighted average common shares outstanding plus additional common shares that would have becn outstanding
assuming the exercise of stock options that are dilutive. The Company uses the treasury stock method to calculate
dilutive shares. In 2004 and 2005, 0.1 million employee stock options were considered potential dilutive common
shares, but were required to be excluded from the denominator of the calculation as anti-dilutive, due to the net loss
for the years ended December 31, 2005 and December 31, 2004. The weighted average number of shares,
outstanding for diluted earnings (loss) per share were 48.0 million. 48.2 million and 48.1 million for 2006, 2005 and
2004, respectively. In 2006, 2005 and 2004, options to purchase 2.6 million, 2.7 million and 2.6 million shares of
common stock ware outstanding, respectively.

Revenue recognition: The Company recognizes revenue when all of the following are satisfied: persuasive
evidence of an arrangement exists, the price is fixed or determinable, collectibility is reasonably assured and title
has passed or services have been rendered. Typically. title passes at time of shipment, however occasionally title
passes later or earlier than shipment due to customer contracis or letter of credit terms. Infrequently, a sales contract
qualifies for percentage of completion or for multiple-element accounting. For percentage of completion revenues,
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the Company utilizes the cost-to-cost method and the contract payments are received as progress payments as costs
are incurred or based on installation and performance milestones. At the inception of a sales-type lease, the
Company records the product sales price and related costs and expenses of the sale. Financing revenues are included
in income over the life of the lease. Management believes that all relevant eriteria and conditions are considered
when recognizing revenues.

Product shipping costs:  Product shipping costs are expensed as incurred and are included in cost of sales.

Postretirement benefits:  In September 2006, the FASB issued Statement of Financial Accounting Standards
No. 158, Employers” Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment of
FASB Statements No. 87, 88. 106, and 132R (*SFAS 158"). Companies are required to adopt certain provisions of
SFAS 158 for the fiscal year ended December 31, 2006. Under SFAS 158. the funded status of each pension and
other postretirement benefit plan at the year-end measurement date is required o be reported as an asset (for
overfunded plans) or a liability (for underfunded plans), replacing the accrued or prepaid asset currently recorded
and reversing any amounts previously recorded with respect to any additional minimum liability.

SFAS 158 requires disclosure of the incremental effect of adopting the standard on individual line items of the
balance sheet. Adopting SFAS 158 at December 31, 2006 had the following effect on retirement benefit-related
amounts reported in the balance sheet:

Incremental Effect of Adopting SFAS 158
December 31, 2006

Before Adoption of Adjustments to After Adoption of

SFAS 158* Adupt SFAS 158 SFAS 158
Increase/(decrease)
Assets:
Noncurrent benefitasset. . .. ........... $123 $(12.3) $ —
Intangible asset . ........... ... ...... 0.4 (0.4) —
Deferred tax asset®*. .. ............... 11.5 4.8 16.3
Liabilities:
Noncurrent bepefit liability . ... ...... ... $21.7 $ (0.7 $21.0
Shareholders™ Equity:
Accumulated Other Comprehensive
Income. . ......... ... ... . . ... ... 5(19.1) $ (8.2) $(27.3)

* ncludes effects of additional minimum liability, if any, that would have been recognized at December 31, 2006.

** Assumes a 379% tax rate.




FEDERAL SIGNAL CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{$ in millions, except per share data) — (Continued)

Shareholders” Equity and Accumulated Other Comprehensive Income changed due to the change in the
additional minimum liability that would have been recognized at December 31, 2006, and the incremental effect of
adopting SFAS 158 as follows:

Changes in Shareholders’ Equity

Year ended December 31, 2006
Accomwplated Other

Comprehensive Comprehensive
Total Income Income
Balance at December 31,2005 ... ................. $23.DH
Decrease in Additional Minimum Liability included in
Other Comprehensive Income, netof tax .. .. ..... .. 4.0 4.0 4.0
Adjustments to adopt SFAS 158, netoftax ., .......... (8.2) {8.2)
Balance at December 31,2006 . ........ ... ......... $27.%
NOTE 2 — INVENTORIES
Inventories at December 31 are summarized as follows:
2006 2005

Raw materials . ... ... . . e $ 739 § 569
Work in process . . ..o e e e 40.8 584
Finished goods . . . .. . e 59.5 377
Total IRVentorIES . . . . . . e e $174.2  $153.0

If the Company had vsed the first-in, first-cut cost method exclusively, which approximates replacement cost,
inventories would have aggregated $187.9 mitlion and $165.6 million at December 31, 2006 and 2005, respectively.

NOTE 3 — PROPERTIES AND EQUIPMENT

Properties and equipment at December 31 are summarized as follows:

2006 2005
Land . . $ 76 § 717
Buildings and improvements. . . ... ... .. L e 493 494
Machinery and eqUIPMERt . ... ... e e 205.7 195.0
Accumulated depreciation ... ... .. ... (176.9) (170.5)
Total properties and equipment. . ... ... ... ... ... . $ 8.7 § 816

NOTE 4 — LEASE FINANCING AND OTHER RECEIVABLES

As an udded service to its customers, the Company is engaged in financial services activities. These activities
primarily consist of providing long-term financing for certain US customers purchasing vehicle-based products
from the Company’s Fire Rescue and Environmental Solutions groups. A substantial portion of these receivables is
due from municipalities and volunteer fire departments. Financing is provided through sales-type lease contracts
with terms that generally range from one to ten years. The amounts recorded as lease financing receivables represent
amounts equivalent to normal selling prices less subsequent customer payments.
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Leases past due more than Y0 days are evaluated and a determination made whether or not to place the lease ina
non-accrual status based uvpon customer payment history and other relevant information at the time of the
evaluation.

Lease financing and other receivables will become due us follows: $64.7 million in 2007, $24.6 million in
2008, $20.1 million in 2009, $16.0 million in 2010, $12.3 million in 2011 and $25.2 million thereafter. At
December 31, 2006 and 2005, uncarned finance revenue on these leases aggregated $19.2 million and $20.8 million,
respectively.

NOTE 5 — DEBT

Short-term borrowings at December 31 consisted of the following:

2006 2005
Amended Credit AgreBment . . . ... . o e $218 $—
Other foreign lines of credit . . ... . ... .. ... ... L _85 66
Total shortterm borrowings . . ... ... .. e $30.3  $6.6

On February 3, 2006, the Company entered into an Amended and Restated Credit Agreement (“Amended
Credit Agreement”) and terminated its previous Revolving Credit Facility. The Amended Credit Agreement
provided for borrowings of up to $110.0 million and matures March 31, 2009. Borrowings under the Amended
Credit Agreement bear interest. at the Company’s option, at either the Base Rate or LIBOR, plus an applicable
margin. The applicable margin ranges from .25% to 1.00% for Base Rate borrowings and 1.50% to 2.25% for
LIBOR borrowings depending on the Company’s total indebtedness to capital ratio. Pursuant to the Company’s
right in the Amended Credit Agreement to request a $15.0 million increase in the aggregate commitments, effective
July 17, 2006. the Amended Credit Agreement was increased from $1 10.0 million to $125.0 million.

The Amended Credit Agreement contains certain financial covenants for each fiscal quarter ending on or after
December 31, 2006 that include maintaining an interest coverage ratio of not less than 3.0. As of December 31,
2006, the Company has $21.8 million in borrowings outstanding under the Amended Credit Agreement. The
Company pays a quarterly commitment fee of 0.25% based on the unused portion of the Amended Credit
Agreement.

Weighted average interest rates on short-term borrowings were 7.60% and 7.25% at December 31, 2006 and
2005, respectively.
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Long-Term Forrowings at December 31 consisted of the following:

2006 2005
6.79% Unsecured Private Placement note with annual installments of
$10.0 million due 2007-20011 . .. . e $ 500 $ 300
6.37% Unsecured Private Placement note with annual installments of
$10.0 million due 2005-2008 . . .. ... e 20.0 30.0
6.60% Unsecured Private Placement note with annual installments of
$7.1 million due 2005-2011 ... e 35.7 429
4.93% Unsecured Private Plucement note with annual installments of
$R.O million due 2008-2012 . . . .. . e e 40.0 40.0
5.24% Unsecured Private Placement note due 2012, ... .. ... ... ... .. 60.0 60.0
5.49% Unsecured Private Placement note due 2006. . .. .. .. .............. — 65.0
Unsecured Private Placement note, floating rate (6.41% and 5.57% at
December 31, 2006 and 20035, respectively) due 2008-2013 . ... .......... 50.0 50.0
Loan Agreement {described below), due 2006-2017 ... ... .. ... ..... 90.7 91.4
OUREE . o o e e e 0.7 2.0
347.1 431.3
Fair value of interest rate swaps . . . ... . ..ot i (4.6) (6.9)
Unamortized balance of terminated fair value interest rate swaps. ........... 1.2 4.2
343.7 428.6
Less current maturities, excluding financial services activities . ............. (34.4) (66.0)
Less financial services activities — borrowings . . .. ... . ... .. o o (149.0) (1589
Total Tong-term BOrFOWIRES. NEL . . .. .. oL i i $1603  §2037

On March 24, 20035, E-One, Inc. (“E-One”), a wholly-owned subsidiary of Federal Signal Corporation, entered
into an agreement to borrow $75 million from Banc of America Leasing & Capital, LL.C (the “Loan Agreement”)
under a nonrecourse loan facility (the “Facility”). E-One’s indebtedness and other obligations under the Loan
Agreement are payable out of certain customer leases of emergency equipment and other collateral as described in
the Loan Agreement. Under the Loan Agreement, E-One may borrow additional amounts under the Facility, at the
discretion of the lender, in an amount equal to 95% of the net present value of any additional customer leases
included under the Facility. E-One borrowed an additional $29.2 million on December 15, 2005 and $23.6 million
on September 27, 2006. In 2005, $12.8 million in lease payments were applied to reduce the Facility and during
2006, $24.3 million in lease payments have been applied to reduce the Facility balance to $90.7 million.

The Loan Agreement contains covenants and events of defauit that are ordinary and customary for similar
credit facilities. At the election of E-One, the Facility bears interest at a fixed rate or a floating LIBOR rate. The
$90.7 mitlion outstanding at December 31, 2006 in the Facility bore interest at a 30-day floating LIBOR rate plus
1.35% (6.7% as of December 31, 2006). The obligations of E-One under the Loan Agreement are nonrecourse to
E-One and the Company, except with respect to certain representations and warranties, E-One’s recourse
obligations under the Loan Agreement are guaranteed by the Company.

In connection with the closing of the Loan Agreement, the Company utilized the proceeds from the initial
funding of the Loan Agreement to repay $63.0 million outstanding under its previous revolving credit facility. The
remainder of the proceeds were used by the Company for general corporate purposes.

Aggregate maturities of total borrowings amount to approximately $71.9 million in 2007, $69.7 million in
2008, $37.5 million in 2009, $54.8 million in 2010, $32.4 million in 2011 and $111.1 million thereafter. The fair
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values of these borrowings aggregated $381.8 million and $450.0 million at December 31, 2006 and 2005,
respectively. Included in 2007 maturities of $71.9 million are $7.2 million attributable to financial services
borrowings and $30.3 million of short-term revolving debt,

For each of the above Private Placement notes, significant covenants consist of a maximum
debt-to-capitalization ratio and minimum net worth. At December 31, 2006, all of the Company's retained
carnings were free of any restrictions and the Company was in compliance with the financial covenants and
agreements.

At December 31, 2006 and 20035, deferred financing fees totaled $1.0 million and $1.2 million, respectively,
and are included in other deferred charges and assets on the balance sheet.

The Company paid interest of $24.4 million in 2006, $24.8 million in 2005 and $24.1 million in 2004. See
Note 8 regarding the Company’s utilization of derivative financial instruments relating to outstanding debt.
NOTE 6 — INCOME TAXES

The provisions for income taxes for each of the three years in the period ended December 31, 2006 consisted of
the following:

20006 2005 2004
Current:
Federal. . ... ... . . . . $59 $284 %(23.6)
Foreign .. ... . e 49 7.1 6.4
State and local . ... .. 0.2 1.1 0.7
11.0 36.6 (16.5)
Deferred:
Federal. . .. .. ... e e 3.4 (389 11.0
Foreign ... ... e e 0.2 (0.4) 0.2)
State and local . ... .. ... ... . e 0.5 0.4) {0.9)
(2.7)  (39.7) 99
Total INCOME TAXES . . . oottt vt e et e et e e e e $83 §$ B3I % (66)
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Differences between the statutory federal income tax rate and the etfective income tax rate for each of the three

years in the period ended December 31, 2006 are summarized below:

2004

35.0%
1.6
{529.4)

(207.0)
(28.4)
(221.3)
(151.0)
43.7
(187.8)

2006 2005
Statutory federal income tax rate. ... ... ... ... . 350%  35.0%
State income taxes, net of federal tax benefit, ... ............. 1.5 1.6
Tax-eXempt INEEIESL . . ... Lttt 5. (6.1)
Dividend repatriation . ......... ... . i - (6.2)
Strategy relating to sale of U.K. lighting business .. .......... . — (4.6)
Exports benefit. . .. ... ... . (2.3) {1.9)
B G =21 o 1 2 (4.4) (19.5)
R&D tax credits . .. .. ... o e (1.9) {1.5)
Foreign ax effects . ... ... ... ... . . (1.5) 4.5)
Valuation allowances ... .. .. . i e (0.7 1.2
Other, Mt . .. o e e e e e (1.2) {1.1)
Effective income tax rate . . ... ...t 19.4% {7.00%

{1244.6)%

The Company's 2005 effective tux rate of (7.6)% reflects a benefit of $6.0 million primaniy due to a reduction
in reserves in the 2005 second quarter associated with the completion of an audit of the Company’s US tax returns

which encompassed the years 1999 through 2003.

On Qctober 22, 2004, the American Jobs Creation Act was signed into law. One provision of the legislation
allowed certain repatriated foreign earnings to be taxed at 5.25%, provided certain provisions are met. During 20035,
the Company recognized a tax benefit of approximately $2.5 million related to the repatriation of foreign earnings

under the Act.

Deferred income tax assets and liabilities at December 31 are summarized as follows:

2006 2005
Deferred tux assets:
ACCIIEd XPEISES. . . ottt it 5146 3118
Net operating loss, alternative minimum tax, research and development, and
foreign tax credit carey forwards . .. .. ... Lo i 339 20.8
OReT . . e e e S |
Gross deferred 1aX as8688 . oo . it L e e 57.8 41.7
Valvation allowance . . . ... o e (5.4) (3.4)
Total deferred tax a8se1S . . . . . oo e e 52.4 38.3
Deferred tax liabilities:
Depreciation and amortization .. ... ... i e s (48.6) (36.3)
Revenue recognition. . .. ... ..ottt e (0.3) 2.7
Pension Habilities . . . ... .. . . e e 4.9 (3.5)
Undistributed earnings of non-US subsidiary . . .. ........... ... ... .... {0.4) {0.2)
Gross deferred tax habilities . .. ... .. . L (54.2)y 427
Net deferred tax diability ... .. .. ... ... e $(1.8) 344
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Federal and state income taxes have not been provided on accumulated undistributed earnings of certain
foreign subsidiaries aggregating approximatety $84.7 miilion at December 31, 2006, as such earnings have been
reinvested in the business. The determination of the amount of the unrecognized deferred tax liability related to the
undistributed earnings is not practicable.

The deferred tax asset for tax loss carryforwards includes state net operating loss carrytorwards of $1.7 million,
which will begin to expire in 2007, foreign net operating loss carryforwards of $3.4 million of which $2.0 million
has an indefinite life. The deferred tax asset for tax credit carryforwards includes US research tax credit
carryforwards of $4.6 million, which will begin to expire in 2022, US foreign tax credits of $7.3 million. which
will begin to expire in 2013 and US alternative minimum tax credit carryforwards of $4.5 million with no
expiration.

Valuation allowances totaling $5.4 million have been established and include $1.6 million related to state net
operating loss carryforwards and $3.8 million related to the foreign net operating loss and tax credit carryforwards.

The net deferred tax liability at December 31 is classified in the balance sheet as follows:

2006 2005
Current net deferred tax assets, included in Other Current Assets in the
accompanying balance sheets . .. .. ... . L L o L $189 S$119
Long-term net deferred tax liability ... ... .. ... ... .. ... ... .. ... .... 20D (16.3)

$(1.8) $ b

The Company paid income taxes of $6.9 million in 2006, $9.8 million in 2005 and $6.3 million in 2004.

Income from continuing operations before taxes for the three-year period ended December 31, 2006 consisted
of the following:

2006 2005 2004
United States. . ... ... e $27.3  $149  $(19.4)
Non-US . 15.4 25.9 18.9

3427 $40.8 § (0.5)

NOTE 7 — POSTRETIREMENT BENEFITS

The Company and its substdiaries sponsor a number of defined benefit retirement plans in the US covering
certain of its salaried and hourly employees. Benefits under these plans are primarily based on final average
compensation and years of service as defined within the provisions of the individual plans. The Company also
participates in several retirement plans that provide defined benefits to employees under certain collective
bargaining agreements,

The Company uses December 3! and September 30 measurement dates for its US and non-US benefit plans,
respectively.
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The components of net periodic pension expense for each of the three years in the period ended December 31,
2006 are summarized as follows:

US Benelit Plans Non-US Benefit Plan
2006 2005 2004 2006 2005 2004

Company-sponsored plans

ServiCe COSt. . ot vttt $43 $48 $46 %02 $02 $02
Interest cost. ... ... .. i 3.6 8.2 1.7 2.7 2.8 26
Expected return on plan assets . .. ... ... ... 9.9) (8.8) (8.2) 3.8 (G.o 3.2)
Amortization of actuarial loss . ......... ... 1.4 1.8 i.5 0.6 0.7 0.9
Amortization of prior service cost .. ........ 0.1 0.1 0.1 - —- —
Curtailment charge ... ... . ... ....... ... 1.3 — — — — —
Other. . ... e e — (0.3) (0.2) — — —
5.8 5.8 3.5 (0.3) 0.1 0.5

Multiemployer plans . ... .. ... ... ... ... 0.3 0.3 0.2 — — —
Net periodic pension expense (income) .. ... ... $61 $6.1 $57 $03) $01 $05

On July 17, 2006, an amendment to the Company’s US defined benefit plans for all of the Company’s
employees, except for Tool segment employees and University Park, Illinois IBEW employees within the Safety
and Security Systems Group, was approved by the Company’s Board of Directors. The amendment freezes service
accruals for these employees as of December 31, 2006. The participants will, however, continue to accrue benefits
resulting from future salary increases through 2016. As a resuit of the amendment, the Company was required to
recognize a curtailment charge under SFAS No. 88, “Employers’ Accounting for Settlements and Curtailments of
Defined Benefit Plans and for Termination Benefits” due to the recognition of prior service costs. The Company
recognized a curtailment charge of $1.3 million measured at July 1, 2006, which was recorded during the quarter
ended Septemnber 30, 2006 and is recognized in the table above, reflecting the unamortized portion of prior benefit
changes.

The following table summarizes the weighted-average assumptions used in determining pension costs in each
of the three years in the period ended December 31, 2006:

US Benefit Plans Non-US Benefit Plan

2006 2005 2004 2006 2005 2004
Discountrate . ... ... ... .o 6.13% 6.0% 6.25% 35.2% 575% 55%
Rate of increase in compensation levels ... ...... ... 35% 35% 3.5% NA* NA* NA*
Expected long term rate of return on plan assets . .. ... 8.5% 9.0% 90% 70% 83% 83%

*  Non-US plan benefits are not adjusted for compensation level changes
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The following summarizes the changes in the projected benefit obligation and plan assets, the funded status of
the Company-sponsored plans and the major assumptions used to determine these amounts at December 31:

US Benefit Plans Non-US Benefit Plan

2006 2005 2006 2005

Change in Benefit Obligation

Benefit obligation, beginning of year .. ................ $153.2  $1342 %522 $49.3
Service cost. . .. ... .. 4.3 48 0.2 0.2
Interest COSt. . .. ... . 8.6 8.2 2.7 2.8
Plan amendments. .. ........ .. ... . .. (4.4) — — —
Actuarial loss/(gain). .. ... ... .. .. ... (9.3} 10.6 0.6 4.4
Benefits paid. .. ... .. ... ... .. . ... .. (9.2) 4.6) (2.5) 3.3)
Increase (decrease) due to translation . . . ... ... ......... — — 3.8 (1.2)
Benefit obligation, end of year. . ................ . .... $143.2  $i53.2  $57.0 $52.2
Accumulated benefit obligation, end of year............. $131.2 %1342 $57.0 $52.2

The following table summarizes the weighted-average assumptions used in determining benefit obligations as
of December 31, 2006 and 2005:

US Benefis Non-US
Plans Benefit Plan
2006 2005 2006 2005
Discountrate .. ... ... .. . . 6.00% 5.75% 5.20% 5.10%
Rate of increase in compensation levels .. ..................... 150% 3.50% N/A  N/A
US Benefit Plans Non-US Benefit Plan
2006 2003 2006 2005
Change in Plan Assets
Fair value of plan assets, beginning of year ............. $107.8  $102.6 5488 $43.5
Actval return on plan assets . .. .. ... .. ... ., 16.4 4.5 54 1.5
Company contribution . . ........... .. ... .. . ... ..... 10.0 53 1.3 22
Benefits and expenses paid . ........ ... .. L. (9.2) {4.6) (2.5) 3.3)
Increase (decrease) due to translation . . ... ... ... ....... — — 3.7 (1.1)
Fair value of plan assets, end of year . ... .............. $1250 81078 $56.7 $48.8
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The following table summarizes the Company’s asset allocations for its benefits plans as of December 31, 2006
and 2005 and the target allocation for 2007 by asset category:

US Benefit Plans Non-US Benefit Plan
Percentage of Percentage of
Tarpet Plan Assets as of Target Plan Assets as of
Allocation December 31 Allocation Seplember 30,
2007 2006 2005 2007 2006 2005
Equity securities . ................... 5% 81% 77% 60% 67% 61%
Fixed income securities. . . ............ 25% 19% 23% 40% 31% 36%
Cash .. ... .. o — — — — 2% 3%

Total ..o 100%  100%  100%  100%  100%  100%

The investment strategy for the US benefit plans is to 1) maintain a liquid, diversified portfolio that can provide
a weighted-average target return of 8.5% or more, 2) maintain liquidity to meet obligations and 3) prudently manage
administrative and management costs. The plan invests in equity and fixed income instruments. The equity
allocation is targeted to be within a range of 60% to 80% of plan assets with US equities comprising 50% to 80%
while Company stock may comprise up to 5%. The lixed income allocation is targeted to be within a range of 20%
to 40% of plan assets with US high grade fixed income securities comprising 15% to 40%; US high yield fixed
income investments may comprise up to 15% of plan assets. The asset allocation is reviewed regularly and portfolio
investiments are rebalanced periodically to the targeted allocation when considered appropriate. The use of
derivatives is allowed in limited circumstances. The plan held no derivatives during the years ended December 31,
2006 and 2005.

Plan assets for the non-US benefit plans consist principally of a diversified portfolic of equity securities, U.K.
government obligations and fixed interest securities,

Strong year end returns in 2006 temporarily pushed holdings above the equity targets for both the US and non-
US benefit plans.

As of December 31, 2006 and 2005, equity securities included 0.2 million shares of the Company’s common
stock valued ar $3.8 million and $3.5 million, respectively. Dividends paid on the Company’s common stock to the
pension trusts aggregated $0.1 million in each of the years ended December 31, 2006 and 2003,

US Benefit Plans Non-US Benefit Plans

26 2005 2006 2005

Funded status, end of year

Fair value of plan assets. . ... ... ... .. i, $1250 $107.8 $56.7 $48.8
Benefit obligations. . ... ... .. .. e 143.2 153.2 57.0 52.2
Fonded status .. ...... ... . .0 (18.2) (45.4) 0.3 3.4
Unrecognized net actuarial loss ... ...... .. ...... ..., N/A 524 N/A 13.3
Unrecognized prior service cost . .. .................. N/A 1.7 N/A —
Amount recognized, end of year. .. .......... ... ... $(18.2) § 87 $03) $ 99
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Amounts recognized in the Balance Sheet consist of:

US Benefit Plans Non-US Benefit Plan

2006 2005 2006 2005
Noncurrent Hability . ... ... ... .. ... . .. ... ... .... $(18.2) S N/A  $(0.3) SN/A
Prepaid benefit cost. .. ... ... ... . . N/A 8.7 N/A 99
Accrued benefit liability . ......... ... ... ... . ..... N/A (35.1) N/A (3.3
Intangible asset. . ... ... ... . L N/A 1.7 N/A —
Accumulated other comprehensive income (loss), pre-tax . . . 31.0 334 12.6 3.3
Net amount recognized . ... ... ... ... .. ... ... .., $128 % 87 3123 $99

Amounts recognized in Accumulated Other Comprehensive Income consist of:

US Benefit Plans Non-US Benefit Plan

2006 2005 2006 2005
Netactwariat loss ... .. ... ... . .. L $30.6 N/A  $126 N/A
Priorservice cost ......... ... .. ... L i e _ 04 NA  — N/A
Net amount recognized, pre-1ax. ... .................... $31.0  N/A  $126 N/A

|
|

The Company expects $1.3 million relating to amortization of the actuarial loss to be amortized from
Accumulated Other Comprehensive Income into Net Periodic Benefit Cost in 2007,

The Company expects to contribute up to $10.0 million to the US benefit plans in 2007. Future contributions to
the plans will be based on such factors as annual service cost as well as impacts to plan asset values, interest rate
movements and benefit payments.

The following table presents the benefits expected to be paid under the Company’s defined benefit plans in
each of the next five years, and in aggregate for the five years thereafter:

US Benefit Non-US
Plans Benefit Plan

2007 . e e 545 ¥ 26
2008 . e 4.7 28
2000 L e 50 30
2000 . 5.4 33
200 59 34
20122006, . o e 399 19.5

The Company also sponsors a number of defined contribution pension plans covering a majority of its
employees. Through 2006 participation in the plans was at each employee’s election and Conipany contributions to
these plans were based on a percentage of employee contributions, Effective January 1, 2007, participation is via
automatic enrollment, employees may elect to opt out of the plan. Company contributions to the plan are now based
on employees” age and service as well as a percentage of employee contributions.

The cost of these plans during each of the three years in the period ended December 31, 2006, was $5.6 million
in 2006, $5.7 million in 2005 and $6.0 millton in 2004,

Prior to September 30, 2003, the Company also provided medical benefits to certain eligible retired
employees. These benefits were funded when the claims were incurred. Panticipants generally became eligible
for these benefits at age 60 after completing at least fifteen years of service. The plan provided for the payiment of
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specified percentages of medical expenses reduced by any deductible and payments made by other primary group
coverage and government programs. Effective September 30, 2003, the Company amended the retiree medical plan
and effectively canceled coverage for all eligible active employees except for retirees and a limited group that
qualified under a formula based on age and years of service. Accumulated postretirement benefit liabilities of
$2.5 million and $2.8 million at December 31, 2006 and 2005, respectively, were fully accrued. The net periodic
postretirement benefit costs have not been significant during the three-year period ended December 31, 2006.

NOTE 8 — DERIVATIVE FINANCIAL INSTRUMENTS

All derivative financial instruments are reported on the balance sheet at their respective fair values. Changes in
fair value are recognized either in earnings or equity, depending on the nature of the underlying exposure being
hedged and how effective a derivalive is at offsetting price movements in the underlying exposure. All of the
Company’s derivative positions existing at December 31, 2006 qualified for hedge accounting under SFAS No. 133,
except as described below. Derivatives documentation policies comply with the requirements of SFAS No. 133.

To manage interest costs, the Company utilizes interest rate swaps in combination with its funded debt. Interest
rate swaps executed in conjunction with long-term private placements effectively converted fixed rate debt to
variable rate debt. At December 31, 2006, the Company’s receive fixed, pay variable swap agreements with
financial institutions terminate in varying amounts between 2007 to 2012. These agreements are designated as fair
value hedges. In the second quarter of 2005, the Company dedesignated a fair value hedge. The derivative does not
qualify for hedge accounting under SFAS No. 133 and is marked-to-market with the offsetting adjustment recorded
o income.

At December 31, 2006, the Company was also party to interest rate swap agreements with financial institutions
in which the Company pays interest at a fixed rate and receives interest at variable LIBOR rates. These derivative
instruments terminate in varying amounts between 2007 10 2010. These interest rate swap agreements are
designated as cash flow hedges. In the second quarter of 2003, the Company entered into an interest rate swap
which was not designated as a hedge and is marked-to-market with the offsetting adjustment recorded to income.

The fair values of interest rate swaps are based on quotes from financial institutions. The following table
summarizes the Company’s interest rate swaps at December 31, 2006 and 2005;

Fair Value Swaps Cash Flow Swaps

2006 2005 2006 2005
Notional amount . ... ..ot i $1479 2029 3850 31050
Fair vitllie « o o e e e e e {1.2) (10.0) 1.6 3.3
Average pay rale . . .. .. ... 8.0% 72%  6.9% 6.3%
Average receive Tate . ... .. ... 6.0% 6.0% 7.6% 6.2%

In 2006 and 2005, the Company cancelled various interest rate swaps associated with its debt portfolio in
response to movements in the interest rate market. These transactions resulted in net cash payments of $1.9 million
and $0.5 million in 2006 and 2005, respectively. The associated losses on the interest rate swaps are being amortized
to interest expense over the life of the underlying debt. As of December 31, 2006 and 2005, the Company has
unamortized gains of $1.2 million and $4.2 million, respectively.

From time to time the Company designates foreign currency forward exchange contracts as fair value hedges
to protect against the variubility in exchange rates on short-term intercompuny borrowings and firm commitments
denominated in foreign currencies. There were no outstanding foreign currency fair value hedges as of
December 31, 2006.

The Company also manages the volatility of cash flows caused by fluctuations in currency rates by eniering
into foreign exchange forward contracts and options. These derivative instruments that hedge portions of the
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Company’s anticipated third-party purchases and forecast intercompany sales denominated in foreign currencies
mature in 2007,

The following table summarizes the Company’s foreign exchange contracts at December 31, 2006 and 2005:

2006 2005
Notional Fair Notional Fair
Amount Value Amount Value
Cashflow forwards . ... ... ... ... ... ... . ... . ... ..... $ 72 $0.2)  S$17.2 514
OPONS .« o et et e e e e e e 8.4 — 34.6 .3
TOtl . .o $15.6  $(0.2) $51.8 $1.1

The Company expects $0.0 million of net gains that are reported in accumulated other comprehensive income
as of December 31, 2006 to be reclassified into earnings in 2007 as the respective hedged transactions will affect
2007 earnings.

NOTE 9 — STOCK-BASED COMPENSATION

The Company’s stock benefit plans, approved by the Company’s sharcholders, and administered by the
Compensation and Benefits Commitiee of the Board of Directors of the Company, provides for the grant of
incentive and non-incentive stock options, restricted stock and other stock-based awards or units to key employees
and directors, The plans, as amended, authorize the grant of up to 4.0 million benefit shares or units through April
2015. These share or unit amounts exclude amounts that were issued under predecessor plans. Benefit shares or
units include incentive and non-incentive stock options, restricted stock awards and other stock awards or units.

Stock options are granted at the fair market value of the shares on the date of grant. Through 2004, they
normally became exercisable one year after grant at a rate of one-half annually and were exercisable in full on the
second anniversary date. Beginning in 2005, stock options normally become exercisable at a rate of one-third
annually and in full on the third anniversary date. All options and rights must be exercised within ten years from date
of grant. At the Company’s discretion, vested stock option holders are permitted 10 elect an alternative settlement
method in lieu of purchasing common stock at the option price. The alternative settlement method permits the
employee to receive, without payment to the Company, cash, shares of commeon stock or a combination thereof
equal to the excess of market value of common stock over the option purchase price. The Company intends to settle
all such options in common stock,

The weighted average fair value of options granted during 2006, 2005 and 2004 was $6.21, $4.93 and $5.96,
respectively. The fair value of each option grant was estimated using the Black-Scholes option pricing model with
the following assumptions:

2006 2005 2004

Dividend yield. . . ... ... e 1.3% 1.7% 2.1%
Expected volatility . . ... ... ... .. 30% 27% 32%
Risk free interest rate. . . . ... ... .. .. e 4.6% 4.2% 3.5%
Weighted average expected option life inyears. ... ......... ... ... ... ... 7 8 8

The expected life of options represents the weighted average period of time that options granted are expected to
be outstanding giving consideration to vesting schedules and the Company’s historical exercise patterns. The risk-
free interest rate is based on the US Treasury yield curve in effect at the time of the grant for periods corresponding
with the expected life of the options. Expected volatility is based on historical volatilities of the Company’s
common stock. Dividend yields are based on historical dividend payments.
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Stock option activity for the three years ended December 31, 2006 was as follows:

Option Shares Weighted Average Exercise Price
2006 2005 2004 2006 2005 2004
{In millions)
Outstanding at beginning of year . . ... ... .... 27 26 24 $19.15  $19.84 * $20.06
Granted. .. .. ... ... . . . 0.6 0.6 0.5 16.93 15.69 18.74
Cancelled orexpired . . ................... 0.1 (5 (0.2) 21.26 19.09 20.14
Exercised ...... ... ... . ... ... . ... ... 0.0) (0.0 (0.1) 16.23 15.26 15.65
Qutstanding atend of year. ... ............. 2.6 27 26 SI1815 $19.15 $19.84

o0

Exercisable atend of year . ................ 1.7 $18.84 §20.19 $20.70

The following table summarizes information concerning stock options outstanding as of December 31, 2006
under all plans:

Options Outstanding Options Exercisable
Weighted Weighted
Weighted Average Average
Average Exercise Exercise

Range of Exzrcise Prices Shares Remaining Life Price Shares Price

(In millions) (In years) (In millions)
$12.00-81600 .. ......... 03 4.8 $14.79 0.3 $14.88
1601 - 1800 ........... 1.1 13 16.50 0.4 16.19
1801 - 2000 ........... 0.4 54 18.54 0.2 18.89
2000 - 2200 ........... 0.5 2.0 21.03 0.5 21.03
2201- 2640 ........... 03 24 23.62 0.3 23.62 !

26 52 $18.15 17 $18.84

I

The aggregate intrinsic value, the difference between the weighted average exercise price and the closing price
on December 31, 2006, is $5.5 million. The closing price on December 31, 2006 was $16.04.

The following table illustrates the effect on net income and earnings per share for the two years ended
December 31, 2005 if the Company had applied fair value recognition provisions of Statement of Financial
Accounting Standards (“SFAS™) No. 123, “Accounting for Stock-Based Compensation”, to all stock-based
employee compensation. For purposes of pro forma disclosure, the estimated fair value of the options using a
Black-Scholes option pricing mode! is amortized to expense over the oplion’s vesting period.

2005 2004

Reported met 1oSS. ... oottt e e e e 546 %23
Add: Stock-based employee compensation expense included in reported net loss,

net of related tax effects. . ... .. oo e e 1.3 0.6
Deduci: Total stock-based employee compensation expense determined under the

fair-value method for all awards, net of related tax effects . .. .............. (2.6) 2.3)

Pro forma Nt LOSS . . . o oo e e e $0(559 % 4D

Basic and diluted loss per common share:
Reported loss pershare ... ... ... .. . i e $(0.10) $(0.05)
$(0.12)  $(0.08)

Pro formaloss pershare. . .. ... ... .. .
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Restricted stock awards are granted to employees at no cost. Through 2004, these awards primarily vested at
the rate of 25% annually commencing one year from the date of award, provided the recipient was still employed by
the Company on the vesting date. Beginning in 2005, awards primarily cliff vest at the third anniversary from the
date of award, provided the recipient is still employed by the Company on the vesting date. The cost of restricted
stock awards, based on the fair market value at the date of grant, is being charged to expense over the respective
vesting periods. The following table sumarizes restricted stock grants for the (welve month period ended
December 31, 2006;

Number of Weighted Average
Restricted Shares Price per Share
{Shares in mitlions)

Outstanding and non-vesied ot December 31, 2005 ... ... .. .. 0.4 $16.48
Granted . .. ... . e e 04 17.02
Vested ., ... e e e e 0.1 17.46
Cancelled . ... .. ... e ©.1 16.12
Outstanding and non-vested at December 31,2006 ... ........ 0.6 $16.70

The total compensation expense related to all share-based compensation plans was $5.8 miilion, $2.1 million,
and $1.0 miltion for the years ended December 31, 2006, 2005 and 2004, respectively. Also, as of December 31,
2006, the total remaining unrecognized compensation cost related to awards of stock options amounted to
$3.2 million, which will be amortized over the weighted-average period of approximately 1.5 years.

NOTE 10 — SHAREHOLDERS’ EQUITY

The Company’s board of directors has the authority to issue 90.0 million shares of common stock at a par value
of $1 per share.

The holders of common stock (1) may receive dividends subject to all of the rights of the holders of preference
stock, (ii) shall be entitled 1o share ratably upon any liquidation of the Company in the assets of the Company, if any,
remaining after payment in full to the holders of preference stock and (iii) receive one vote for each common share
held and shall vole together share for share with the holders of voting shares of preference stock as one class for the
election of directors and for all other purposes. The Company has 49.1 million and 48.8 million common shares
issued as of December 31, 2006 and 2005, respectively. Of those amounts 47.6 million and 48.1 million common
shares were outstanding as of December 31, 2006 and 20035, respectively.

The Company’s board of dircctors is also authorized to provide for the issuance of 0.8 million shares of
preference stock at a par value of $1 per share. The authority of the board of directors includes, but is not limited to,
the determination of the dividend rate, voting rights, conversion and redemption features and liquidation pref-
erences. The Company has not issued any preference stock as of December 31, 2006.

In July 1998, the Company declared a dividend distribution of one preferred share purchase right on each share
of common stock outstanding on and after August 18, 1998, The rights are not exercisable until the rights
distribution date, defined as the earlier of: 1) the tenth day following a public announcement that a person or group
of affiliated or associated persons acquired or obtained the right to acquire beneficial ownership of 20% or more of
the outstanding common stock or 2) the tenth day following the commencement or announcement of an intention to
make a tender offer or exchange offer, the consummation of which would result in the beneficial ownership by a
person or group of 30% or more of such outstanding commion shares. Each right, when exercisable, entitles the
holder to purchase from the Company one one-hundredth of a share of Series A Preferred Stock of the Company at a
price of $100 per one one-hundredth of a preferred share, subject to adjustment. The Company is entitled to redeem
the rights at $.10 per right, payable in cash or common shares, at any time prior to the expiration of twenty days
following the public announcement that a 20% position has been acquired. In the event that the Company is
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acquired in a merger or other business combination fransaction or 50% or more of its consolidated assets or earning
power is sold, propzr provision will be made so that each holder of a right will thereafter have the right to receive,
upon the exercise thereof at the then current exercise price of a right, that number of shares of common stock of the
acquiring company which at the time of such transaction would have a market value of two times the exercise price
of the right. The rights expire on August 18, 2008 unless earlier redeemed by the Company. Until exercised, the
holder of a right, as such, will have no rights as a shareholder, including, without limitation, the right to vote or to
receive dividends.

NOTE 11 — DISCONTINUED OPERATIONS

The following table shows an analysis of assets and liabilities of discontinued operations as of December 31:

2006 2005

($ in millions)
CUITENL SSELS . ot o o et ettt et e et e e e et e e e $18.2  $369
Properties and equIPmMent . . ... oo e e 12.9 18.0
LONZ-Term G858 . . . o ottt e e e e 26.7 328
TOt] ASSEES . . . .ot e e e $57.8 $87.7
Current liabilities . . .. ... .. .. e 7.2 18.3
Long-term liabilities. .. ... .o o e 24.0 21.5
Total labilities . . . ... . e $31.2 53938

Included in liabilities is $13.7 million relating to estimated product liability obligations of the North American
refuse truck body business.

The following table presents the operating results of the Company’s discontinued operations for the three-year
period ended December 31, 2000:

2006 2005 2004

Nt SIS . o e e e e e $838 $101.7 $168.4
Costs and eXpenses . . .. ... e e (97.5) (161.7) (173.1)

Loss before income taxes (13.7 (60.0) 4.7
Income tux charge (benefit) (2.0) (11.5) 3.7

Loss from discontinued operations and disposal $(11.7)y % (48.5) § (8.4)

On January 31, 2007, the Company completed the sile of Manchester Tool Company, On Time Machining
Company and Clapp Dico, referred to collectively as the “Cutting Tool Operations™ which were part of the Tool
Group. The assets of these businesses were held for sale as of December 31, 2006. These operations produced
industrial cutling tools, engineered components and advanced materials consumed in production processes. No
asset impairment charges have been recorded in conjunction with the disposal. Revenues relating to Cutting Tool
operations amount to $37.8 million, $37.9 million and $39.4 million for the years ended December 31. 2006, 2005
and 2004, respectively. Income from Cutting Tool operations, net of tax. were $4.1 million, $3.4 million and
$3.4 mitlion for the years ended December 31, 2006, 2005 and 2004, respectively.

In December 2003, the Company determined that its investment in the North American refuse truck body
business, operating under the Leach brand name, was no longer strategic. The assets of this business were held for
sale as of December 31, 2005 and 2006. In August 2006, the Company completed the sale of certain Leach refuse
truck body business assets. The transaction included specified inventories and equipment and responsibility of the
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Wisconsin office and associated employees. The transaction did not include the Company’s Alberta manufacturing
facility which has subsequently been sold. The loss from discontinued operations includes $9.7 million and
$34.1 million of after tax impairment changes related to the disposal of refuse assets for the years ended
December 31, 2006 and 2005, respectively. Losses from the operations of the business, net of tax were $6.1 million,
$15.7 million and $17.9 miilion for the years ended December 31, 2006, 2005 and 2004, respectively.

The Company initiated a restructuring in 2004 to consolidate the production of all refuse truck bodies into its
facility in Medicine Hat, Alberta. The following table summarizes the restructuring actions taken and the pre-tax
charges to expense in 2004 and 2005 relating to this initiative:

Pre-tax Pre-tax Total pre-tax
Restructuring Restructuring Restructuring
Initiative Charges in 2004 Charges in 2005 Charges
Closure of refuse truck production facility in
Oshkosh, Wisconsin and consolidation into its
facility in Medicine Hat, Alberta .. ... ........ 8.4 $2.0 $104

This restructuring was completed in the fourth quarter of 20035,

In December 2005, the Company completed the closure of operations at Federal APD do Brasil, LTDA. The
loss on disposal was $1.6 million after tax due to asset impairments and closure costs; this included $0.9 million of
goodwill atiributable to this business. This business produced parking systems for the local market primarily in
Brazil. Revenues amount to $0.9 million and $1.8 million for the years ended December 31, 2005 and 2004,
respectively. Losses from operations. net of tax, totaled $0.5 million and $0.6 million for the years ended
December 31, 2005 and 2004, respectively.

In conjunction with the strategic restructuring initiatives announced in June 2004 (see Note 12), the Company
determined that its investments in Justrite Manufacturing, L.L.C. ("Justrite™), Technical Tooling, Inc. (“TTI™) and
Plastisol B.V. Holdings (“Plastisol”) were no longer strategic investments and divested its interests.

In December 2004. the Company sold Justrite for $40.1 million in cash resulting in an $11.1 million gain, net
of tax. on disposal of discontinued operations for the year ended December 31, 2004. Justrite manufactured
hazardous liguid containment products including safety cans and cabinets for flammables and corrosives, specialty
containers and drum safety equipment. Revenues amounted 1o $39.7 million and $35.9 million for the two years in
the period ended December 31, 2005. Income before income taxes totaled $5.0 million for the year ended
December 31, 2004. Saie proceeds were used to repay debt.

In October 2004, the Company divested TTI for $6.5 million in cash resulting in a $1.4 million gain, net of tax,
on disposal of discontinued operations for the year ended December 31, 2004, TTI manufactured a full line of can
body-making precision tooling for beverage can producers worldwide. Revenues were $6.5 million for the year
ended December 31, 2004. Operating income before income taxes totaled $1.1 million for the year ended
December 31, 2004. Sale proceeds were used to repay debt.

in July 2004, the Company sold its 54% majority ownership interest in Plastisol to the minority partner for
$2.5 million in cash and a $0.4 million note receivable resutting in a $5.2 million loss, net of tax, on disposal of
discontinued operations for the year ended December 31, 2004, The Company acquired its ownership interest in
2001. Plastisol manufactured glass fiber reinforced polyester fire truck cabs and bodies mainly for European and
Asian markets. Revenues totaled $7.7 million for the year ended December 31, 2004. Operating losses before
income taxes totaled $0.1 million for the year ended December 31, 2004. Sale proceeds were used to repay debt.

In April 2003, the Company completed the sale of the Sign Group to a third party. In 2004 the Company
incurred an additional $0.6 million loss, net of taxes, on disposal of discontinued operations, reflecting the
resolution of a contingent liability. The Sign Group manufactured illuminated, nonilluminated and electronic
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advertising sign displays primarily for commercial and industrial markets and contracted to provide maintenance
services for the signs it manufactured as well as signs manufactured by others.

NOTE 12 — RESTRUCTURING CHARGES AND ASSET DISPOSITIONS

Restructuring charges

In 2004, the Company announced the implementation of a number of initiatives including restructuring of
certain of its operations and the dispositions of certain assets. The 2004 restructuring initiatives focused on plant
consolidations and product rationalization in order to streamline the Company’s operations; the actions taken were
aimed at improving the profitability of the Fire Rescue and European Tool businesses as well as improving the
Company’s overhead cost structure. The asset dispositions consisted of asset sales of certain operations the
Company considered no longer integral to the long-term strategy of its business.

The following table summarizes the 2004 restructuring actions taken, and the pre-tax charges to expense
incurred in 2004 and 2005:

Pre-Tax Pre-Tax
Restructuring Restructuring

Group Initiative Charges in 2004 Charges in 2005 Total Charges
Fire Rescue Closure of the production facilities

located in Preble, New York and

consolidation of US production of

fire rescue vehicles inte the Ocala,

Florida operations; completed in the

first quarter of 2005 $5.4 $09 $6.3

Tool Reducing manufacturing activities
relating to tooling products in
France and outsourcing production
to its Portugal facility; completed in

the fourth quarter of 2005 1.2 (0.2} 1.0

Corporate Planning and organizing
restructuring activities 04 - 04
$7.0 $07 $7.7

b

The following presents an analysis of the restructuring reserves for the years ended December 31, 2005 and
2006:

Asset
Severance Impairment Other Total
Balance as of December 31,2004 . ... ............... $20 $— $00 §21
Charges 10 XPeNSE . . . ..ottt i e 0.5 — 0.2 0.7
Cashpayments .. ..., ..t 2.6) — (0.5) 3.1
Non-cash activity .. ........ ... ... ... .. ... ... ... 0.1 = 0.2 0.3
Balance as of December 31, 2005 and 2006. ........... — $— $§ — § —

Severance charges in 2005 consist of termination and benefit costs for direct manufacturing employees
involuntartly terminated prior to December 31, 2005. There were no asset impairment charges in 2005.

Severance charges in 2004 consisted of termination and benefit costs for direct manufacturing employees
involuntarily terminated prior to December 31, 2004. The costs of retention bonuses for employees not severed as of
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December 31, 2004 were recognized ratably over the subsequent service period. Asset impairment charges included
$2.5 million of net realizable value adjustments on real property and manufacturing equipment.

Asset dispositions

In December 2006, the Company disposed of the land and buildings of the fire truck plant in Red Deer, Alberta
for proceeds of $2.5 million and recorded a pre-tax gain of $1.4 million.

The Company completed two significant asset dispositions in 2005. In May 2005, the Company sold the land
and buildings of the refuse truck body plant in Oshkosh, Wisconsin for proceeds of $5.8 million and recorded a pre-
tax gain of $1.0 million. [n July 2005, the Company sold two product lines in Newcastle, England for proceeds of
$11.9 million and recorded a pre-tax gain of $6.7 million. The Company also sotd three other properties for total
proceeds of $4.3 million and total pre-tax gains of $1.3 million.

The Company completed three asset dispositions during 2004. First, the Company sold its 30% minority share
in Safety Storage, Inc. ("SSI™) to the majority shareholder in June 2004 for a nominal amount and, in connection
therewith, recorded a $2.9 million loss in the second quarter of 2004. Under the terms of the transaction, the
Company was released from any future liability arising from a judgment awarded to a third party creditor of SSI.
The non-operating loss is included in other expense for the year ended December 31, 2004,

In 2004, the Company also divested a modest amount of operating assets located at a manufacturing facility in
Kelowna, British Columbia. The net assets, primarily consisting of inventories and manufacturing equipment and
property, were sold by the Company for approximately net book value.

In 2004 the Company sold approximately $9.6 million of industrial leasing assets 1o an independent party. The
assets represented amounts due from industrial customers of the Company; the Company had earlier indicated that
it would no longer extend financing to industrial customers. The Company received cash for the sale for an amount
approximating its net book value at the time of sale. Proceeds from these sales were used to pay down debt.

NOTE 13 — LEGAL PROCEEDINGS

The Company is subject to various claims, other pending and possible legal actions for product liability and
other damages and other matters arising out of the conduct of the Company’s business. The Company believes,
based on current knowledge and after consultation with counsel, that the outcome of such claims and actions will
not have a material adverse effect on the Company’s consolidated financial position or the results of operations.
However, in the event of unexpected future developments, it is possible that the ultimate resolution of such matters,
if unfavorable, could have a material adverse effect on the Company’s results of operations.

The Company has been sued in Chicago, Illinois by firefighters seeking damages claiming that exposure 1o the
Company’s sirens has impaired their hearing and that the sirens are therefore defective. There are presently 33 cases
filed during the period 1999-2004, invalving a total of 2,498 plaintiffs pending in the Circuit Court of Cook County,
Iliinois. Of that total number, 18 plaintiffs have been dismissed outright and another 36 plaintiffs appeared in
duplicate cases. These plaintiffs were dismissed from the duplicate cases. The plaintiffs’ attorneys have threatened
to bring more suits in the future. The Company believes that these product liability suits have no merit and that
sirens are necessary in emergency situations and save lives. The discovery phase of the litigation recommenced in
2004 and remains ongoing; the Company is aggressively defending the matters. The judge denied plaintiff’s motion
to assert a claim for punitive damages on February 7, 2006. On October 19, 2006, four New York firefighters filed a
complaint for hearing loss against Federal Signal and twelve additional named defendants in the Supreme Court of
Kings County, New York. On October 26, 2006, three firefighters filed a similar complaint against Federal Signal
and a local distributor defendant in the Circuit Court of Clay County, Missouri alleging hearing loss from Federal
Signal sirens. A similar suit was filed at or about the same time by four firefighters in the Circuit Court of Jackson
County, Missouri against Federal Signal and the same distributor defendant. On November 30, 2006, three
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additional lawsuits were filed in Maryland Circuit Courts for Baltimore City (three firefighter plaintiffs), Mont-
gomery County (three plaintiffs) and Prince Georges County {two plaintiffs), all asserting similar claims for hearing
loss against Federal Signal and four local distributors. Finally, Federal Signal has been informed that four new
lawsuits were filed in early January 2007, each involving a single firefighter plaintiff making similar claims of
hearing loss allegedlv caused by Federal Signal’s sirens, in the state courts for Bergen, Essex, Hudson and Passaic
Counties in New Jersey. The Company successfully defended approximately 41 similar cases in Philadelphia,
Penngylvania in 1999 resulting in a series of unanimous jury verdicts in favor of the Company.

NOTE 14 — SEGMENT AND RELATED INFORMATION

The Company has four continuing operating segments as defined under SFAS No. 131, “Disclosures about
Segments of an Enterprise and Related Information,”™ Business units are organized under each segment because they
share certain characteristics, such as technology, marketing, distribution and product application, which create
long-term synergies. The principal activities of the Company’s operating segments are as follows:

Information regarding the Company’s discontinued operations is included in Note 11 — Discontinued
Operations. The segment information included herein has been reclassified to reflect such discontinued operations.

Safery and Security Systems — Safety and Security Systems produces a variety of visual and audible warning
and signal devices and integrated systems; paging, local signaling, and building security, parking and access control
systems and hazardous area lighting. The group’s products are sold primarily to industrial, municipal and
government customers.

Fire Rescue — Fire Rescue manufactures chassis; fire trucks, including Class A pumpers, mini-pumpers and
tankers; airport and other rescue vehicles, aerial access platforms and aerial ladder devices. This group sells
primarily to municipal customers. volunteer fire departments and government customers.

Environmental Solutions — Environmental Solutions manufactures a variety of self-propelled street cleaning
vehicles, vacuum loader vehicles, municipal catch basinfsewer cleaning vacuum trucks and water blasting
equipment. Environmental Solutions sells primarily to municipal and government customers; and contractors.

Tool — Tool manufactures a variety of consumable tools which include die components for the metal stamping
industry and a large selection of precision metal products for plastic molding needs. The group’s products are sold
almost entirely to industrial customers.

Net sales by operating segment reflect sales of products and services and financial revenues to external
customers, as reportad in the Company’s consolidated statements of operations. Intersegment sales are insignif-
icant. The Companv evaluates performance based on operating income of the respective segment, Operating
income includes all revenues, costs and expenses directly related to the segment involved. In determining operating
segment income, neither corporate nor interest expenses are included. Operating segment depreciation expense.
identifiable assets and capital expenditures refate to those assets that are utilized by the respective operating
segment. Corporate assets consist principally of cash and cash equivalents, notes and other receivables and fixed
assets. The accounting policies of each operating segment are the same as those described in the summary of
significant accounting policies.

Revenues attributed to customers located outside of the US aggregated $420.9 million in 2006, $329.5 million
in 2005 and $346.2 million in 2004, Of that, sales exported from the US aggregated $151.4 million in 2006,
$100.8 million in 2005 and $108.8 million in 2004.

The Company invests in research to support development of new products and the enhancement of existing
products and services. The Company believes this investment is important to maintain and/or enhance its leadership
position in key markets. Expenditures for research and development by the Company were approximately
$23.1 million in 2006, $19.7 million in 2005 and $27.2 miltion in 2004.
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A summary of the Company's continuing operations by segment for each of the three years in the period ended
December 31, 2006 is as follows:

2006 2005 2004
Net sales
Safety and Security Systems .. ... ... ... $ 3045 $ 2765 % 2474
Fire Rescue . .. ... ... . . e e 384.8 371.2 360.9
Environmental Solutions .. ....... .. ...t iin i 3994 3477 294.6
TO0] .. 122.9 123.6 121.6
Total et SALES . . .. ottt e e $1.211.6  $1,119.0 $1,024.5
Operating income (loss)
Safety and Security Systems . . .. ... ... .. e $ 412 $ 450 $ 335
Fire ReSCUE . . . . e e e e e s 6.8 2.3 (23.9)
Environmental Solutions . ... ... ... . e 37.1 28.9 25.2
Mool . e e e e 8.2 11.3 99
Corporate exXpense . . ... ...ttt e s (23.4) (23.8) (21.7)
Total operating IDCOME. . . .. ... .ttt it e s 69.9 63.7 23.0
[NEETESE BXPEOSE. . . . . ottt ittt e n e e et e (25.0) (23.1) (20.6)
Other INCOME (EXPENSE) . . o o v ittt e e e e e e e e e e (2.2) 0.2 2.9)
Income (loss) before INCOME 1AXES - . . o v\ v vt i ittt et en s $ 427 $ 408 § (0.5
Depreciation and amortization
Safety and Security SySIEMS . . . ...ttt $ 55 $ 45 § 26
Fire RescUe . . ..ottt e e e e e e 3.8 4.8 5.1
Environmental Solutions . .......... ... 0. 4.6 32 5.0
o0l e e e e e e 4.8 4.8 4.5
COPOTalE . . .t e e 0.6 0.9 (1.0)
Total depreciation and amortization .. ........... ... ... ... ..., $§ 193 § 182 §% 162
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2006 2005 2004
Identifiable assets
Manufacturing activities
Safety and Security SYSIEIMS. . . ... ...t e $ 1975 §% 1815 % 2120
Fire ReSCUE . .. .ottt e e e e 2194 216.6 232.7
Environmental Solutions. . ... ... ... . i i 2294 245.0 214.6
0 e ) PP 116.8 120.2 117.3
00Ty 1o v (< 69.6 99.3 319
Total manufacturing activities . . ... ..., ..ot iy 832.7 862.6 B08.5
Assets of discontinued operations. . . ... ... .. e 57.8 87.7 127.4
Financial services activities
Fire ReSCUE . .ottt e e et e 116.3 138.7 1551
Environmental Solutions . . ... ... e 27.5 30.5 414
COPOTAtE . ..ottt e e it 15.1 — —
Total financial services activities. . . ........... ... 158.9 169.2 196.5
Total identifiable assels . . . .. i i e e e $1,0494 $1,1195 $1,1324
Additions to long-lived assets
Safety and Security Systems . ... ... ... Lo $ 42 § 23 % 55
Fite Rescue . .. . .o e e e, 38 34 5.1
Environmental Solutions .. ... ... ... . .. . i 5.4 46 4.3
o0l oo e e e e 4.2 5.8 53
COMPOTALE . . o ottt e e 1.3 0.2 1.7
Total additions to long-lived assets . . . .............. ... . ... .. $ 189 §$ 163 § 219

The following table presents financial revenues (included in net sales) by segment in each of the three years in
the period ended December 31, 2006 as follows:

2006 2005 2004

Financial revenues

Fire RESCUE . o o o e et et e e e e e e e $63 $74 % 86
Environmental SOIUtions . . . .. . . ittt it e e e 1.9 2.2 35
Total financial TEVENUES . . ot it oo et et e e e e e ens $8.2 %96 $12.1

I
|

Due to the nature of the Company’s cusiomers, the majority of the Fire Rescue and Environmental Solutions
financial revenues is 2xempt from federal income tax.
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The segment information provided below is classified based on geographic location of the Company's
subsidiaries:

2006 2005 2004
Net sales
United States. ... ... ... . $ 7823 § 7800 $ 666.1
Burope . ... .. . 3189 269.8 279.5
Canada . . ... 102.0 59.6 66.8
Other ... e 8.2 9.6 12.1

$12116  $1,1190 51,0245

Long-lived assets

United States. . .. ... ... e $ 2625 §$ 3071 § 3138
Burope . . ... e 59.3 47.3 53.1
Canada . .. .. ... 70.7 72.5 72.5
Other .. ... 214 1.1 0.6

$ 4139 § 4280 § 4400

NOTE 15 — COMMITMENTS, GUARANTEES AND FAIR VALUES OF FINANCIAL
INSTRUMENTS

The Company leases certain facilities and equipment under operating leases, some of which contain options to
renew. Total rental expense on all operating leases was $7.4 million in 2006, $7.5 million in 2005 and $7.5 million in
2004. Sublease income and contingent rentals relating to operating leases were insignificant. At December 31,
2006, minimum future rental commitments under operating leases having noncancelable lease terms in excess of
one year aggregated $28.3 million payable as follows: $6.8 million in 2007, $5.3 million in 2008, $4.2 million in
2009, $3.5 million in 2010, $3.1 million in 2011 and $5.4 million thereafter.

At December 31, 2006 and 2005, the Company had outstanding standby letters of credit aggregating
$37.4 million and $34.4 million, respectively, principally to act as security for retention levels related to casualty
insurance policies and to guarantee the performance of subsidiaries that engage in export transactions to foreign
governments and municipalities,

The Company issues product performance warranties to customers with the sale of its products. The specific
terms and conditions of these warranties vary depending upon the product sold and country in which the Company
does business with warranty periods generally ranging from six months to five years. The Company estimates the
costs that may be incurred under its basic limited warranty and records a liability in the amount of such costs at the
time the sale of the related product is recognized. Factors that affect the Company’s warranty liability include the
number of units under warranty from time to time, historical and anticipated rates of warranty claims and costs per
claim. The Company periodically assesses the adequacy of its recorded warranty liabilities and adjusts the amounts
48 necessary.
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Changes in the Company’s warranty liabilities for the years ended December 31, 2006 and 2005 were as
follows:

2006 2005
Balance at January 1 . ... ... .. e $ 92 % 8.0
Provisions to eXpense. . . . . . ...t e 11.7 12.7
Actual COStS INCUITEd . . . . . o i e e e (127 (1.5
Balance at Decernber 31 . . . ... ... ... ﬁ $ 92

The Company guarantees the debt of a third-party dealer that sells the Company’s vehicles. The notional
amounts of the guaranteed debt as of December 31, 2006 and 2005 totaled $0.7 million, for both years. No losses
have been incurred as of December 31, 2006.

The Company also provides residual value guarantees on vehicles sold to certain customers. Proceeds received
in excess of the fair value of the guarantee are deferred and amortized into income ratably over the life of the
guarantee. These transactions have been recorded as operating leases and liabilities equal to the fair value of the
guarantees were recognized. The notional amounts of the residual value guarantees were $2.5 million and
$2.6 million as of December 31, 2006 and 2003, respectively. No losses have been incurred as of December 31,
2006, The guarantees expire between 2007 and 2010.

The following table summarizes the carrying amounts and fair values of the Company’s financial instruments
at December 31, 200¢:

2006 2005

Notional Fair Notional Fair

Amount Value Amount Value
Short-term debt (Note 5} .. ... .. ... . ... ... .. ... $303 $303 3% 66 $ 66
Long-termdebt (Note ). ........ ... ... ... ... .. ... 3471 351.5 431.3 4434
Fair value swaps (Note 8). .. ... ... ... . v nn. 147.9 (1.2) 2029 (10.0)
Cash flow swaps (Note 8). .. ... ... ... 85.0 1.6 105.0 3.3
Foreign exchange contracts (Note 8) . . ................ 7.2 — 17.2 1.4

In the third quarter of 2006, the Dallas Fort Worth (“DFW”) airport gave Federal APD a notice of non-
performance and default regarding the $18.0 million contract for installation of a new parking and revenue control
system at the airport, and demanded that Federal APD cure its alleged non-performance. The DFW airport also
provided a copy of the non-performance and default letter to the Company’s surety carrier. The non-performance
and default claim relates principally to certain disagreements as to the content and flexibility of the revenue
reporting features of the system. Federal APD disputes that there is any basis under the contract for the non-
performance or default as alleged by DFW. Neither Federal APD or DFW has taken any contractual steps,
prescribed as remedy 1o the non-performance and default notice, to try to terminate the contract, and the parties are
currently working together to implement the next phase of contract performance. We are in active discussions with
the customer and are confident that we will be able to resolve the outstanding issues without a material adverse
financial impact.

NOTE 16 — GOODWILL AND OTHER INTANGIBLE ASSETS

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets”, goodwill and other intangible
assets deemed to have indefinite lives are no longer amortized but are subject to annual impairment tests. Other
intangible assets continue to be amortized over their useful lives.
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The Company determined the fair value of the reporting unit by calculating the present value of expected
future cash flows. Changes in the carrying amount of goodwill for the years ended December 31, 2006 and 2005, by
operating segment, were as follows:

Environmental Fire Safety

Solutions Rescue Security Tool Total
December 31,2004 . ................... $i264 $389 3899  $55.8 3311.0
Translation. . .......... .. ... .. ...... (0.6) (1.9) (1.2) — (3.7)
December 31,2005 .................... 125.8 37.0 88.7 55.8 307.3
Translation, . . ....... ... ... ... ....... 04 1.6 1.3 — 3.3
December 31,2006 ................. ... $126.2 $38.6 $90.0 $55.8  $310.6

Under SFAS No. 142, the Company is required to test its goodwill annually for impairment; the Company performs
this test in the fourth quarter. The Company performed this test in 2006 and determined that there was no impairment.

The components of the Company’s other intangible assets are as follows:

Weighted- December 31, 2006 December 31, 2005
Average Gross Net Gross Net
Useful Life Carrying Accomulated Carrying Carrying Accumulated Carrying
{Years) Value Amortization Value Value Amortization VYalue
Amortizable:
Developed software . ... ... 6 $15.3 $(8.3) $7.0 $14.7 $(6.4) $8.3
Patents .. .......... e 5-10 0.5 0.4) 0.1 04 (0.2) 0.2
Other . ................. 3 1.2 0.1) 1.1 0.1 - 0.1
Total .................... $17.0 $(8.8) $8.2 $15.2 $(6.6) $8.6

|
|
|
|

Other intangible assets are included in the consolidated balance sheets within “other deferred charges and assets”,

Amortization expense for the year ended December 31, 2006, 2005 and 2004 totaled $2.2 million, $1.7 million
and $0.9 million, respectively. The Company estimates that the aggregate amortization expense will be $2.0 million in
2007, $2.0 million in 2008, $1.7 million in 2009, $1.1 million in 2010, $1.0 million in 2011 and $0.4 million thereafter.

NOTE 17 — NEW ACCOUNTING PRONOUNCEMENTS

In March 2005, the FASB issued Statement of Financial Accounting Standards Interpretation Number 47
(“FIN 477, “Accounting for Conditional Asset Retirement Obligations”” FIN 47 provides clarification regarding
the meaning of the term “conditional asset retirement obligation™ as used in SFAS 143, “Accounting for Asset
Retirement Obligations.” FIN 47 is effective no later than the end of the Company’s fiscal year ended December 31,
2006. The Company has applied the provisions of FIN 47 as of December 31, 2006 and its adoption has no material
effect on the Company’s consolidated results of operations and statement of financial position.

In May 2005, the FASB issued SFAS 154, “Accounting for Changes and Error Corrections — a replacement of
APB Opinion No. 20 and FASB Statement No. 3. SFAS 154 changes the requirements with regard to the
accounting for and reporting a change in an accounting principle. The provisions of SFAS 154 require, unless
impracticable, retrospective application to prior periods presented in financial statements for all voluntary changes
in an accounting principle and changes required by the adoption of a new accounting pronouncement in the unusual
instance that the new pronouncement does not indicate a specific transition method. SFAS 154 also requires that a
change in depreciation, amortization or depletion method for long-lived, non-financial assets be accounted for as a
change in an accounting estimate, which requires prospective application of the new method. SFAS 154 is effective
for all changes in an accounting principle made in fiscal years beginning after December 15, 2005. The Company
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adopted SFAS 154 etfective January 1, 2006. The adoption had no material effect on the Company’s consolidated
results of operations and statement of financial position.

In July 2006, FASB issued Statement of Financial Accounting Standards Interpretation No. 48 (“FIN 48”),
“Accounting for Uncertainty in Income Taxes”. FIN 48 clarifies the accounting for uncertainty in income taxes
recognized in an enterprise’s financial statements in accordance with SFAS 109, “Accounting for Income Taxes”.
FIN 48 also prescribes a recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. The new FASB standard also
provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure
and transition. The provisions of FIN 48 are effective for fiscal years beginning after December [5, 2006. The
Company intends to adopt the FIN 48 effective January 1, 2007 and does not expect it to have a material impact on
the results of operations or financial position.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” SFAS 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and expands disclosures
about fair value measurements. This Statement applies under other accounting pronouncements that require or permit
fair value measurements, the FASB having previously concluded in those accounting pronouncements that fair value
is the relevant measurement attribute. Accordingly, this Statement does not require any new fair value measurements.
SFAS 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. This Statement is required to be adopted by the Company in the first quarter of its
fiscal year 2008. The Company is currently evaluating the potential impact of adopting SFAS 157.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R).” SFAS 158 requires an
employer to recognize a plan’s funded status in its statement of financial position, measure a plan’s assets and obligations
as of the end of the employer’s fiscal year and recognize the changes in a defined benefit postretirement plan's funded
status in comprehensive income in the year in which the changes occur. SFAS 158’s requirement to recognize the funded
status of a benefit plan and new disclosure requirements are effective as of the end of the fiscal year ended after
December 15, 2006. The requirement to measure plan assets and benefit obligations as of the date of the employer’s fiscal
year-end statement of financial position is effective for fiscal years ending after December 15, 2008. The Company
recorded an adjustment to accumulated other comprehensive income for the year ended December 31, 2006, of
$8.2 million in connection with the recognition of the under funded status of the benefit plans. SFAS 158 did not have a
material impact on its results of operations or financial position. See Footnote 7 for further details.

In September 2006, the EITF issued EITF 06-04, “Accounting for Deferred Compensation and Postretirement
Benefit Aspects of Split-Dollar Life Insurance Arrangements”. EITF 06-04 concludes that an employer should
recognize a liability for post-employment benefits promised to an employee. This guidance is effective for fiscal years
beginning after December 15, 2007. The Company has not determined the impact, if any, this adoption will have.

In September 2006, the EITF issued EITF 06-05, “Accounting for Purchases of Life Insurance”. EITF 06-05
concludes that in dztermining the amount recognized as an asset, the policy holder should consider the cash
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surrender value as well as any additional amounts included in the contractual terms of the policy that will be paid
upon surrender. This guidance is effective for fiscal years beginning after December 15, 2006. The Company does
not expect EITF 06-05 to have a material impact to its results of operations or financial position.

NOTE 18 — SELECTED QUARTERLY DATA (UNAUDITED)

Effective January 1, 2004, the Company began reporting its interim quarterly periods on a 13-week basis
ending on a Saturday with the fiscal year ending on December 31. For convenience purposes, the Company uses
“March 317, “June 30", “September 30" and “December 31” to refer to its results of operations for the quarterly
periods ended. In 2006, the Company’s interim quarterly periods ended April 1, July 1, September 30 and
December 31 and in 2005, the Company's interim quarterly periods ended April 2, July 2, October | and
December 31, respectively.

The following is a summary of the quarterly results of operations, including income per share, for the Company
for the quarterly periods of fiscal 2006 and 2005. Restatements of previously reported amounts represent
discontinued operations as described in Footnote 11.

For the Quarterly Period Ended

2006 2005
March 31 June 30 Seplember 30 December 31 March 31 June 30 September 30 December 31

Netsales ............... $273.6  $309.5 $289.4 $339.1 $2539  $291.1 $276.4 $297.6
Gross margin® .. ... ..., .. 6i.4 72.5 70.7 79.8 579 62.9 60.5 70.2
Gross margin pre-

reclassification®. . . .. .. .. 67.8 79.3 76.7 86.8 64.6 69.6 67.2 76.8
Income from continuing

operations. . . .......... 1.3 10.6 9.4 13.1 35 14.6 13.1 12.7
Gain (loss) from discontinued

operations. . .. ......... (1.2) 2.0 0.2 1.0 (3.7 {3.4) (2.8) (37.0
Gain (loss) on disposition. . . . — (10.5) 0.4) 1.2 — — — (1.6)
Net income (loss) . .. ...... 0.1 (1.9) 9.2 15.3 (0.2) 11.2 10.3 (259
Per share data — diluted:

Income from continuing

operations . .. ........ 0.03 0.22 0.20 0.27 0.08 0.30 0.27 0.26
Income {loss) from
discontinued operations. . (0.03)  {0.26) (0.01) 0.05 (0.08) (007 (0.06) {0.80)

Net income (loss) . ... ... —  (0.04) 0.19 0.32 —  (0.23) 0.21 (0.54)
Dividends paid per share . . . . 0.06 0.06 0.06 0.06 0.06 0.06 0.06 0.06
Market price range per share

High ................ 19.06 19,75 16.54 16.71 17.88  16.50 17.95 17.15

Low................. 1475  14.26 12.69 14.65 1445  13.80 15.55 14.80

* In 2006, the Company began classifying certain selling, engineering, general and administrative expenses in cost
of sales. This reclassification is reflected in all periods presented.

The Company recorded a $6.7 million pre-tax gain in the third quarter of 2005 relating to the sale of two
industrial lighting product lines.

The Company recorded $34.1 million of after-tax impairment charges, in the year ended December 31, 2005
and a further $9.7 million in the year ended December 31, 2006 in order to state the assets of the Leach business,
which is a discontinued operation, at fair value.
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Item Y. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item YA. Controls and Procedures.

(a) Evaluation of Disclosure Controls and Procedures

The Company carried out an evaluation, under the supervision and with the participation of its management,
including the Chief Executive Officer and Chief Financial Officer. of the effectiveness of the design and operation
of the Company’s “disclosure controls and procedures™ (us defined in the Exchange Act Rule 13a-15(e)) as of the
end of the period covered by this report. Based upon that evaluation, the Chief Executive Ofticer and Chief
Financial Officer concluded that the Company’s disclosure controls and procedures are effective.

(by Management’s Annual Report on Internal Control over Financial Reporting and Attestation Report
of the Registered Public Accounting Firm

The Company’s management is responsible for establishing and maintaining an adequate system of internal
control over financial reporting, as defined in the Exchange Act Rule 13a-15(f). Management conducted an
assessment of the Company’s internal control over financial reporting based on the framework cstablished by the
Committee of Sponsoring Organizations of the Treadway Commission in Internal Control — Integrated Frame-
work. Based on the assessment. management concluded that. as of December 31, 2006, the Company’s internal
control over financial reporting is etffective. Management’s assessment of the effectiveness of the Company’s
internal control over financial reporting as of December 31, 2006, has been audited by Ernst & Young LLP, the
Company's independent registered public accounting tirm, as stated in their report which is inciuded herein.

(¢) Changes in Internal Control over Financial Reporting

There was no significant change in the Company’s internal control over financial reporting that occurred
during the Company’s most recently completed fiscal quarter that has materially affected, or is reasonably likely to
materiaily affect, the Company’s internal control over financial reporting.

Item 9B. Other Information.

None,

PART III

Item 10. Directors and Corporate Governance,

Information regarding directors and nominees for directors is set forth in the Company’s Proxy Statement and
is incorporated herein by reference. For information concerning the Company’s executive officers, see "Executive
OfTicers of the Registrant™ set forth in Part I hereof. Information regarding Compliance with Section 16{a) of the
Exchunge Act is set torth in the Company s Proxy Statement under the caption “Section 16(a) Beneficial Ownership
Reporting Compliance™ and is incorporated herein by reference. Information regarding the Company’s Audit
Commitiee. Corporate Governance and Nominating Committee are set forth in the Company's Proxy Statement
under the caption “Corporate Governance™ and is incorporated herein by reference.

The Compuny has adopted a code of ethics that applies to its principal executive officer, principal financial
officer und principal accounting officer. This code of ethics and the Company’s corporate governance policies are
posted on the Company’s website at http://www.federalsignal.com. The Company intends to satisfy its disclosure
requirements regarding amendments to or waivers from its code of ethics by posting such information on this
website. The charters of the Audit Committee, Nomination and Governance Committee and Compensation and
Benefits Committee of the Company’s Board of Directors are available on the Company’s website and are also
available in print free: of charge.
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Item 11. Executive Compensation,

The information contained under the captions “Compensation of Board Members™ and “Executive Compen-
sation” of the Company’s Proxy Statement for the Annual Meeting of Shareholders to be held April 24, 2007 is
incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

Information regarding security ownership of certain beneficial owners, of all directors and nominees, of the
named executive officers, and of directors and executive officers as a group, is set forth in the Company’s Proxy
Statement under the captions “Security Ownership of Directors and Executive Officers” and “Security Ownership
of Certain Beneficial Owners” and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, Director Independence.

Information regarding certain relationships is hereby incorporated by reference from the Company’s Proxy
Statement under the heading “Corporate Governance Guidelines,” and ender the headings “Security Ownership of
Directors and Executive Officers” and “Security Ownership of Certain Benpeficial Owners.” Information regarding
director independence is hereby incorporated by reference from the Company’s Proxy Statement under the heading
“Meetings and Committees of the Board.”

Item 14, Principal Accountant Fees and Services.

Information regarding principal accountant fees and services is incorporated by reference from the Company’s
Proxy Statement under the heading “Service Fees Paid to the Independent Registered Public Accounting Firm.”

PART IV

Item 15, Exhibits and Financial Statement Schedules.

(a) 1. Financial Statements

The following consolidated financial statements of Federal Signal Corporation and Subsidiaries contained
under Item 8 of this Form 10-K are incorporated herein by reference:

Consolidated Balance Sheets as of December 31, 2006 and 2005

Consolidated Statements of Operations for the Years Ended December 31, 2006, 2005 and 2004
Consolidated Statements of Shareholders” Equity for the Years Ended December 31, 2006, 2005 and 2004
Consolidated Statements of Cash Flows for the Years Ended December 31, 2006, 2005 and 2004
Notes to Consolidated Financial Statements

2. Financial Statement Schedules

The following consolidated financial statement schedule of Federal Signal Corporation and Subsidiaries, for
the three years ended December 31, 2006 is filed as a part of this report in response to Item 15(a)(2):

Schedule 1T — Valuation and Qualifying Accounts

Ali other schedules for which provision is made in the applicable accounting regulations of the Securities and
Exchange Commisston are not required under the related instructions or are inapplicable, and therefore, have been
omitted,

3. Exhibits
See Exhibit Index.




Signatures

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, the Company has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FEDERAL SIGNAL CORPORATION

By: /s/  Robert D. Welding
Robert D. Welding
President, Chief Executive
Officer and Director
{ Principal Executive Officer)

February 22, 2007

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below, as of
February 21, 2007, by the following persons on behalf of the Company and in the capacities indicated.

/s/  Robert D. Welding President, Chief Executive
Robert D. Welding Officer and Director
{Principal Executive Officer)
/s/ Stephanie K. Kushner Vice President and Chief
Stephanie K. Kushner Financial Officer
(Principal Financial Officer)
s/ Paul Brown Vice President and Controller
Paul Brown (Principal Accounting Officer)
/s/  James C. Janning Chairman and Director

James C. Janning

/s/ Charles R. Campbell Director
Charles R. Campbell

/s Robert M. Gerrity Director
Robert M. Gerrity

Isf  James E. Goodwin Director
James E. Goodwin

/s/ Robert S. Hamada Director

Robert 5. Hamada

fs/  Paul W. Jones Director

Paul W. Jones

/s/ John F. McCartney Director

John F. McCartney

/s/  Brenda L. Reichelderfer Director

Brenda L. Reichelderfer
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SCHEDULE II

FEDERAL SIGNAL CORPORATION AND SUBSIDIARIES
Valuation and Qualifying Accounts

For the Years Ended December 31, 2006, 2005 and 2004

Deductions
Additions Accounts
Balance at Charged to Written off Balance
Beginning Costs and Net of at End
Description of Year Expenses Recoverics of Year

(% in millions)
Allowance for doubtful accounts
Year ended December 31, 2006:

Manufacturing activities .......... .. ... .. .. ... ... 526 $3.0
Financial service activities .. .. ... ..o v 3.9 4.0
Total. .. o e $6.5 $2.1 $(1.6) $7.0
Year ended December 31, 2005:
Manufacturing activities ......... ..., $2.1 $2.6
Financial service activities. . . ... . ... .. . ... 39 39
Total. ..o e $6.0 $2.9 $(2.4) $6.5
Year ended December 31, 2004

Muanufacturing activities ... ... .. ... . . i . $2.3 $2.1
Financial service activities . . . .. ... ................ 2.9 39
Total . e e e e $5.2 $2.8 $(2.0) $6.0

Inventory obsolescence

Year ended December 31, 2006:
Manufacturing activities . ... .. ... ... . $5.6 $3.6 $(3.5) $5.7
Year ended December 31, 2005:
Manufacturing activities ... ...... ... ... .......... $6.0 $2.2 $(2.6) $5.6
Year ended December 31, 2004:
Manufacturing activities .. ... ..... ... $5.0 $3.7 $2.7) $6.0

Product liability and workers’ compensation

Year ended December 31, 2006:
Manufacturing activities ... ....... ..., $9.1 $6.1 $(6.8) $8.4
Year ended December 31, 2005:
Manufacturing activities ... ........... ... ........ $7.9 $7.4 $(6.2) $9.1
Year ended December 31, 2004:
Manufacturing activities . ... ... ... ... ... $6.2 $3.6 $(6.9) $7.9

||
ll

Warranty liability:

The changes in the Company's warranty liabilitics are analyzed in Note 15 — Commitments, Guarantees and
Fair Values of Financial Instruments,
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EXHIBIT INDEX

The following exhibits, other than those incorporated by reference, have been included in the Company’s
Form 10-K filed with the Securities and Exchange Commission. The Company shall furnish copies of these exhibits
upon written request to the Corporate Secretary at the address given on the cover page. (* denotes exhibit filed in
this Form 10-K)

m.

Restated Certificate of Incorporation of the Company, filed as Exhibit (3)(a) to the Company’s Form
10-K for the year ended December 31, 1996 is incorporated herein by reference.

By-laws of the Company, as amended February 13, 2004, filed as Exhibit 3.b to the Company’s Form
10-K for the year ended December 31, 2003 is incorporated herein by reference.

- Rights Agreement dated 7/9/98, filed as Exhibit (4} to the Company’s Form 8-A dated July 28, 1998 is

incorporated herein by reference.

Amended and Restated Credit Agreement dated February 3, 2006 by and among the Company, Harris
N.A. and other third party lenders named therein, filed as Exhibit (4)(b) to the Company’s Form 10-K
for the year ended December 31, 2005 is incorporated herein by reference.

. The Company has no other long-term debt agreements for which the related outstanding debt exceeds

10% of consolidated total assets as of December 31, 2004. Copies of debt instruments for which the
related debt is less than 10% of consoclidated total assets will be furnished to the Commission upon
request.

The 1996 Stock Benefit Plan, as amended April 17, 2003, filed as Exhibit 10(a) to the Company’s
Form 10-K for the year ended December 31, 2003 is incorporated herein by reference, (1)

Management Incentive Plan, as revised December 2006. (1)*

Supplemental Pension Plan, filed as Exhibit (10}c} to the Company’s Form 10-K for the year ended
December 31, 1995 is incorporated herein by reference. (1)

Executive Disability, Survivor and Retirement Plan, filed as Exhibit (10)(d) to the Company’s Form
10-K for the year ended December 31, 1995 is incorporated herein by reference. (1)

Savings Restoration Plan, amended and restated eftective fanuary 1, 2007 from Supplemental Savings
and Investment Plan. (1)*

Employment Agreement with Robert D. Welding filed as Exhibit 10.f to the Company’s Form 10-K
for the year ended December 31, 2003 is incorporated herein by reference. (1)

Pension Agreement with Stephanie K. Kushner, filed as Exhibit (10)(g) to the Company’s Form 10-K
for the year ended December 31, 2002 is incorporated herein by reference. (1)

. Severance Policy for Executive Employees, as amended and restated December 2006. (1)*

Change of Control Agreement with Stephanie K. Kushner, filed as Exhibit (10) (i) to the Company’s
Form 10-K for the year ended December 31, 2001 is incorporated herein by reference. (1)

Form of Executive Change-In-Control Severance Agreement between Federal Signal Corporation and
each of Robert D. Welding, Stephanie K. Kushner, David R. McConnaughey, Marc F. Gustafson,
Mark D. Weber and certain other executive officers, filed as Exhibit 10.1 to the Company’s Form 10-Q
for the quarterly period ended October 2, 2004 is incorporated herein by reference. (1)

. Form of Executive Change-In-Control Severance Agreement between Federal Signal Corporation and

certain executive officers, filed as Exhibit 10.2 to the Company’s Form 10-Q for the quarterly period
ended October 2, 2004 is incorporated herein by reference. (1}

Director Deferred Compensation Plan, filed as Exhibit (10)(h) to the Company’s Form 10-K for the
year ended December 31, 1997 is incorporated herein by reference. (1)

2005 Executive Incentive Compensation Plan, filed as Appendix B to the Company’s Proxy Statement
for the Annual Meeting of Stockholders held April 27, 2005 is incorporated herein by reference. (1)

Executive Incentive Performance Plan, filed as Appendix C to the Company’s Proxy Statement for the
Annual Meeting of Stockholders held April 27. 2005 is incorporated herein by reference, (1)

General Release and Separation Agreement between Federal Signal Corporation and Stephen C.
Buck, dated May 35, 2006. (1)*




p. General Release and Separation Agreement between Federal Signal Corporation and Karen N.
Latham, dated August 31, 2006. (1)*

q. Stock Purchase Agreement between Federal Signal Corporation and Kennametal Inc., dated
December 29, 2006 with respect to the sale by Federal Signal Corporation of the capital stock of
Manchester Tool Company, 2 wholly owned subsidiary of Federal Signal Corporation, to Kennametal
Inc.*

11. Computation of per share earnings is furnished in Note 1 of the financial statements contained under
Item 8 of this 10-K and thereby incorporated herein by reference.

14. Code of Ethics for CEQ and Senior Financial Officers, as amended February 13, 2004, filed as
Exhibit 14 to the Company’s Form 10-K for the year ended December 31, 2003 is incorporated herein
by reference.

21. Subsidiaries of the Company.*

23. Consent of Independent Registered Public Accounting Firm, as filed herein.*

31.1  CEO Certification under Section 302 of the Sarbanes-Oxley Act, as filed herein.*

31.2  CFO Certification under Section 302 of the Sarbanes-Oxley Act, as filed herein.*

32.1  CEO Certification of Periodic Report under Section 906 of the Sarbanes-Oxley Act, as filed herein.®
32.2  CFO Certification of Periodic Report under Section 906 of the Sarbanes-Oxley Act, as filed herein.*
99.1  Press Release, as filed herein.*

(1) Management contract or compensatory plan or arrangement.
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